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. ' * Foreword . , y^- 

: 

; ^ The puripose of this volume is to share, with 
other institutions of. higher edu'cation and the 
academic community at large the ideas' and infor- 
mation generated'; at- the 1980 COFHE Conference on 
Faculty 'Retirement. . That conference which was, of 
necessity, limited to, onr membership, provided a 
logical follow-up to thfe reports* on. our two year 
, study of the impact * of changes" in the mandatary 
retirement .age on faculty. Thos^ reports, raised V 
number of important questions and issues about the 
adequacy of current plans, changing' faculty needs, 
ani.' attitudes and the possibilities for, dev4.sing 
new plans on improving existing plans. The pur- 
pose of the conference was to take yet another 
step towards a better understanding of the issues 
ahead, to suggest thafc some improvements can Be 
made now, and to identify those areas where • more 
research and planning would *be the most fruitful. 
yfe. hope that you will find these proceedings use- 
ful, but -more than that, proypcative. 

.The conference and this volume would not exist 
wit>o6ut the continuing financial support and the 
* encouragement from the Andrew . Mellon Foundation,, 
nor wi^thout the real contributions and enthusias- 
tic 'support of the COFHE membership. We are ^ 
grateful for both. But the work is not yet done. 
We mu^t continue to seek new approaches to retire- 
ment 'and ^to improve the opportunities and services 
available to the ..ultimate beneficiaries of our 
efforts — the staff and faculty of every insti- 
tution of higher education. i . 
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* A series of four reports published in June, L980 

and available upon request, at cost, from COFHE. 
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Introduction 



^ Colin G. 'Campbell 



^Colin- Campbell' is President o^ Wesleyan Uni- 
versity. "He is a past Chairman of the COFHE Board 
of Directors and is 1aow Chairman of , the dOFHE 
Retirement Study Advisory Group* 

* * * 4r 

«< ■ 

Welcome to the COFHE Retirement Conference. 
We are very pleased to be here at Brown Univer— 

' sity. I for one, having lived with this issue now 
pretty activelv for the last couple of years, am 
absolutely delighted by the turnout here today, 
not only in terms of the numbers and quality, but 
in terms of the range of perspectives that this 
group represents in terras of faculty members, 
academic administrators, persons from other 
aspects of university and college administration 
like presidents, financial officers, personnel 
officers. \ It's the' kind of mix that we had hoped 
would occur, and we are veiy pleased to see ^ that 
it has* I do want to introduce on my right here 
pur presiding^ officer for this conference, Kay 

^/ifenson ; you '11 he hea r ing f rom her in just a few 
moments, but it should *be quite clear that Kay has 
played • a leading role in the study Xi^hich has 
brought us to this conference and' we're all very 
grateful to her for the work that she has done- 
I'm also delighted . to welcome back from the West 
Coast for ''the weekend Eve Pratt Hoar who worked 
almost completely with this project while she was 
a member of the COFHE staff last year* 

I'd like to gQ back for a moment to how we got 
here to .give you a little bit - of perspective 
before we get" on to. the substantive discussion of 
the day. In May of 1978 the Co-nsort ium . submitted 
. a proposal to the Andrew Mellon Foundation - for 



support a project which* wa^ rea,lly 'quite dif-v 
ferent . from those previously undertaken ' by /.t^iis 
organization.-' While all of us who^ were then; op 
the 'Board of COFHEVw^re well aware"^ x>f the CS>hsor- 
"tium's limited financial resources and the demands 
on its, staff , we were" also deeply conceimed about 
the^ implicatiotis of l^he - Age Discrimination in 
Employment > Act of 1978 as ^t related ^to the acar- 
demic community.. Already troiibl-ed . by the pres- 
sures of * inflation . on our instl^tionay^ budgets 
and., on the\ value of the retirement-'ttiMs of . 'oiir^ 
f,aculty members," we sensed* as -a gro^ip, l>ut'' w^f- 
weren't in a exposition to doctimerit with sufficient 
specficity^ that provisions of the - legislation 
concerning mandatory, retirement were' likely ''to 
exacerbate -:the> difficulties . al^ady anti^iipated" 
for the 1980 *s. The Board, concluded"' that a maj^or. 
effort was required to gain a better understanding' 
of the impact of prohibiting mandatory retirement 
until .age -70. Amonig our concerns wfere"* the obvious 
one5^ ~ you've-'^^lL shared them ^ — VelaCing to tiie 
"liiring o^f ' young. , faculty, affirmative action^ 
tenure ratios, fr-inge benefit, policies. We felt 
•uninformed about faculty attitudes towasd their 
employment "and toward retirement, about, early 
retirement programs available on our campuses, and 
about untried options to relieve the pressures 
which were bound to build. We believed that there 
was an i^nformation void and that policy issues of 
great importance might well remain unstudied un-. 
less the Consortium determined to plan an active 
role. V 

Very fortunately, the President of the Andrew 
W. Mellon Foundation, Jack Sawyer, who is with us^ 
today, not only- 'shared oiir concerns, but sensed 
that a significant effort to address these issues 
was essential and urgent.^ I kno^ I speak for all 
the COFHE institutions, and I suspect dver time as 
the work of this study permeates out to other 
institutions,' many others, in higher education, in 
expressing gratitude to the F^oundation and to Jack 
Sawyer for the interest and the support which got 

' 10 • 
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this 'effort underway. It^s <a very valuable and 
significant' public service. ^ith the* support oF 
the Foundation we moved ahead, first- forming an. 
Advisory Committee ^of representative's /rom sixt-een 
of our institutions and designing^ study^ program, 
. w-hich is easy to \i5ay bi>t took a. long time, and 
finally retaining consultants to work with us. It 
took' longer- than any of us expected to 'determine 
exactly what the. /questions were-, much ' less the 
answers. The shoddy state of» thB information 
concerning faculties on many of our ' campuses 
^resulted in some further delays, because we were.-^ 
all in agreement on the Advisory Committee that 
' the effcolrt was * important enough to require 
reliable and acburate data. , When the reports of 
the consultants began to appear last •year, f-i-rst 
tn draft for lengtliy ' discussion, and then in final 
form; we realized as a group just how much we were 
learning about faculty profiles and attitudes and- 
about the pplicies and planning underway on our 
various campuses. 

Ybu^tre all received * the reports, and, * I'm 
sure, read every word, and I wdn^t take the time 
how to -describe Dhem or to summarize their conclu- 
sions. I gather and hope that you have found them 
interesting and useful. One of* our goals over 
this weekend is to be sure- that those reports'^ are 
effectively used. They are full of information, 
valuable information; ^hey are full of ideas, good 
ideas ; auj^ they deserve , I think, the most serious 
attention, not only from 'those of you who "have 
come hereL ?his weekend, but also from many others 
on our campuses. ^ /!" ' * - . * 

' * As the report phase of this project nea red 
completion la^t spring, the Advisory Committee 
became convinced that, a conference involving 
representatives ^ from member institutions and a 
rang-^ of e^fperts would be ar\ appropAate* and,.*' in 
fact, a necessary next step. Enough questions 
aboat changing' national policy and legal interpre- 
tations remained unanswered. Advice on how to* use 
the data which had' been painstakingly gathered 



cpiild be helpful .to. tho^e developing and imple- 
>menting.: institutional polici-es. 'Successful early 
retirement programs warrante<i^ study and discus- 
sipn\ New ideas,^ about^ {Jhe nature .;and fundtt^ of 
retirement plans; fieededT exposure. The prucial 
perspective" of TIAA/CREF executives needed to he. 
heard, and ways of responding, to faculty concerns 
and of provi<ilfig useful counseling had to *be exam- 
ined. And that's what this afternoon's "p-rogram 
and* tomorrow's program are about. V„ / 

. ^ I do .j^anf to, thank our speakefr^ and our pan^l- 
"ists for - taking thevtime to b.e . here an^ to share 
thei:^ thoughts anji their ideas jwith the rest of 

♦ u^. I also want, to . urgg^ that, these be . active 

• participatory Vessions s.t:artipg •'this afternoon' and 
running* through tomorrow^- It's very important, I 
think, that we all get our . two . cents ^ in when we 
wish: fee,, and we'll try to make- every effort to 
make that po'ssible. With the help of our. panel- 
ists and^ our speakers, I; think we "ought to leave 
here* bette^r prepared to 'address one of the most 

■significant issueiS - $acin^ . our institutions, oup 
faculties, and higher education. 

It's going to be clear from these sessions 
•^t ha t . there are stilly some legal and policy issues 
requir-ing \continuing- attention.- and I hope- you 
will he thinking we discuss t.hi^ af ter^noon '^nd 
tomorrow* about areas in whic^h you feel that the 
Consortium m.^lght be involved, in the future .in 
helping to actress. ^ The Board hasn't considered 
these questions, and I'm not even ' a member of it 
so* I'm not going to volu-nteer that 'j.t will decide^, 
to do .so;^ but. I* do think that it makes Sense to 
take some time' to think about a future role, if 
any,, fqr the Cpnsortlum.- think the .Boarf wouLd 
yalue that - input from this group, arid so )I hope 
you, will, keep -that question on your minds/ as we 
discuss the other issues on our agenda/ With 
that^ -let m,e thank you again, all of you, * for 
being here. I look forwafd to participating with 
you today and, tomorrow. ^ . 




A Reviev of Current Xegal; Status 
and National Pol icy Issues 

'■./..'■•<',■■ * ' ■ *-'■'■.''' 

Laiira C . :;F-or<i 



^ Ms . Pord is a graduate of /Wake ' Fo|?est and th€ 
University ot VtrginiLa :Law School, ^e has prac— 



ticed-^law in New Hayen and' served as the* Ass is tant ' 
General Counsel - of - ACE. SHe is now at>^Pri«nceton 
University as a unfverslty counsel'^and, concui-- . 
rently, pursuing:.a doctorate/ In, classics, r : 
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I notice \©n the map ofV;the . Brpwn'* c^ mailed 
/ to . conf erericevpartapipants that The Faculty. Club 
is located on iBenevolent Street, just off Benefit 
Street . Surely this demonstrates extraordinary 
■ perspicacity , on ' Kay Hanson * s- part , as tomorrow;' s 
session in /particular will corisidei; the qxiandary' 
of. faculty memters-- who- are anxious about : tbe 
relative amounts of the two they /will receive from 
their institutions, upon Retirement ■ in an era of 
"ravaging inflations . . . .. * 

.This afternoon my assignment, is to' revifew the 
current legal sfatiis of mandatory retirement, and 
related national policy Issues. ^In so doing, .am , 
mindful not only that "most of you -are hbt lawyers, ; 

V but ^Iso tHat many ; of you. probably harbor .deep- 
seated hostility towards the . legal jprbfession. i 
am- reminded of the story abo6t the .^social scien- 
tist who was conducting a survey to demonstrate 

•how people in different vocations and professions 
of ten^ v£ew - the . same problem^ qiiite differently. 
The' researcher- first approache'd an. accountant and 
.asked;' "Hotw much is two [ plus two?'V Th*e accountant 
replied that,., under, accounting principles with a 

V commonly aCciepted margin of error, the sum of two 
and. two can -be anywhere between 3.99 and 4.01^^, 
The" same question wa^ then put . to a mathematics 
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professor, who responded that .the answer would 
depend upon the/ nymbierbase of your system; under 
.OUT number , system "^the ■ answey is four, while under 
• a system based bn-^three, two plus two equals eler 
* ven^ • The *^ re sear<:her then app ro^ached ' ;a lawyer and ^ • . 

sdljdy'' Counsel lor, ran^y nir tpll me tio w mugh is tWo L_ 

U-P3^j^^twj5^^ paiased^lafid^thoiighr. for a - ■•^ ' 

minute' and said, ""How much do you want it to* be?^" - 
^ .Indeed^ we, lawyers ^o not enjoy the highest -public- y 
esteem, ^nd .1 am afraid thatVay talk thi;S;-af terr 
noon may .serve to rei-nforce ra^heir than* to dispel . 
this notion, v .1 \' : ; 

The' flil'of 1977 and- ^'^pring , of . 1978 witnessed' ir 
. a flurry of -lobbying activity by the higher educa-. ■ 
^tion community thdt , was probably unprecedented* in , ^ 
its intensity. The cause amendment by Con- ' 

gre^s* of th^ Age Discrimination, i^;,^Employmen .. ... 

of 1967 to establish a general mandatory retire- ."^ 
ment age of seventy;"- the resul^was a - 3 1/2 year ; 
temporary exemption; fpr "tenuredremproyees at post- " 
secbnddry 'institutions, ^'fhe xjisdoni ^nd^ the* effi- - 
ca&y of the ' exemption were widely questioned at 
the. time, and predictions were made that. the 
measure would inevitably foster* litigation. In " 
floor debates, : for .example, - Congressman '. Floyd 
Pithiari -stated, "I feel ..strongly that the exemp- 
tion, provisions^ are unfair and . will be challenged / 
in court."' Senator ^ Church said, . .the exemp- ^ 

tipn is likely to he the source of .much litigation/ 
or confusion." Yet Jthe predicted law sui'ts have 
not come to pass. October 1 of this year marked ^ 
the exact midpoint of the 3 1/2 years, and to date 
qnly * one case has been reported in ■ the federal 
courts challenging "the (exemption (and that, as we 

shall see, was inconclusive). . ^ 

• ' ' ' '". . ■ ■ . • 

' * As the recently-concluded COFflE study well 
demonstrates, the 'skills and expertise that must 
be garnered to cope with retirement-related issues 
are ^primarily those of ^ labor economists, piersonnel. 
specialists, and. academic and financial planners. 



Nevertheless, 1 will seelc to bring you up . to date , 
on sbme of the still unresolved legal and politi- 
cal probleins surrounding faculty retirement'.* 
Given the COFHE constituency I will focus- exclii- . 
si vely^n ^private institi:jtiOTis.'' < *^ 

— — — ^— As— al-luded — 1^>— abovev^the^^— ^as-^r;te|^^^ 

re p o r t e d—chai: lenge — ror^he—tre nured, emp±gy j£e' exem p - 

tion in the ADEA Amendments of '1975,« ••'"in Karlen v. 
/• New York. University (S.D.N. Y-r'^eb., 1, 1979), -a 
•former teniireS prof essor at* N.Yilf. Law School, who 
V . had beeji mandatorily ^-retired at age, 65^ %fefo re the 
effective date of the ADEA Amendments, madfe two 
claims: first, .he claimed' (for reasons that I will 
discuss * later) that N.Y.U, violated the terms of 
. ' its tenurer contract with him wlien the university 
reduced its mandatory . retirement age from 68 to 
65; . secondly, he^^-claimed^ that — had he been allowed 
to stay on untii age 68, as he was entitled to — he 
would have still been a- renured professor after 
v. > the effective date of the ADEA Amendments, and 
' therefore'^ s^iould have standing to challenge the 
constitutionality off the exemption. ^The court . 
.;rejedted his- claim to standing, stating that there 
, were far ,too many contingencies which niiade adjudi- 
, . cation 'of the issue inappropriate (especially at 
■ *the ^early stage of the^itigation, wliich was on a 
• pretrial motion to dismiss)* 

While ; the cour^^* s published opinion does not 
reveal this nature Aqj the^^argiiment . Karlen would 
have made" against the- constitutionality of the 
exemption, presumably hi S argument would have been^ 
- that Congress had violated tenuted employees right 
to eqtial protection of the laws 'under the due pro-r 
cess clause o^- thie Fifth. Amendment. The appropri- 
' ate legal test in . su^li cases is'^wfiether a . classi- 
^ ^ 'f ication made by Cong^^ess Is reasonably related to 
f urtfi^ring*"^r^legitim'at.e •"Goyernmen My 
'' /^O't^ opinibn*^-^tl along, has . been* th^t . the exemption 
^ . Is reasonably related - to furthering a legitimate ^ 
Government interest under the jgeneral. rubric . of 
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the health and well-being of American higher edu- 
cation. This interest can be mQre specifTcal±^~ 
stated in a number of Wa^s, largely, tracking the 
policy arguments made by many higher education 
representatives during the- lobbying effort on the 
ADEA 'ametidinents.' " I 'understand tiiat the legal* 
— st-af^ — ^in— t-he---nationai — affic^-— of— t4ie — A^A-w^m^-m-r 

. this opinion and has actively discouraged several 
of .its members from mounting legal challengeis to 

the- constitutionality of -the exemption. 

■ ■ ^. ' * ■ ' ' . , , 

Assuming, them,- that the* exemption is with us 
to stay until July 1, 1982, my next point is to 
bring to your attention the rules-, ultimately 
decided upon to govern operation the expiration 
date of the exemption. As you may recall, in the 
version of the Implementing regulations originally 
proposed by the* Department of Labor, age seventy 
was tip be- the applicable retirement age for ten- 
ured faculty with whom an employment relationship ^ 
exists on and af-ter July 1, 1982. Receipt of 
salary and benefits' was to constitute conclusive 
proof . of the existence of an employment relation- '^ 
ship. Thus, in order for a tenured faculty member 
to be retired at Che end of the 1981-82 academic; 
year,, all salary and benefits wojild have had to . 
cease on or before* June 30, 1982. As a result of , 
arguments made by A.C'iE. and the other associa- 
tions that some instj^tutions* fiscal" years — -and, 
thus salary and benefits— extend through 'July and 
August, the final regulations issued by the 
E.E.O.C»>;^adopted a different standard. Section 
1625.11 ,of the regulations states, "Individuals - 
who attajLn age 65 prior to July 1, 1982 and all of 
whose job duties and responsibilities cease prior 
to that date will not be considered outside the 
exemption merely because -their contrapt (or simi- 
lar arrangement) providing for- unlimited tenure 
expires on or after July 1, 1982." 



And what will happen -when the exemption 
spires? Is the higher education community- recon- 
V ciled to living with a retirement age of seventy',, 
or will it seek to have the exemption Wde perma- 
nent?. And if such efforts, are made, wliat will be 
the likelihood of success? ^ '\ 

;■ ■ ' " • ' ■• • • -■ ■ • . ; . '■' " • 

--V Qbviotrsly, one woi3^d'~Tree"d~a~ crysta \b ari to" 
answer the^ questions. The makeup of the 97 th 
Congress -^sV^as^ yet un^cnown. Also, ^ neither the 
interim study (due January 1, 1981) nor the Xf'in^l 

\^ study (due January 1, 1982) of the exemption's 
.eff^ts h^s fceeti completed by .the Department of 
Labor for submission to Congress* (We might learn 
.more about the progress of these studies from our 

. next speaker— Lee' Hanson.) Whatever the study 
results, one (Cannot escape from . the fact that the 
exemption was a desperate last-ditch measure to 
buy time that was highly unpopular from the begin- 
ning. Also, the political thrust is clearly in 
the opposite direction,, i.e. towards the elimina- 
tion of mandatory fetirement altogether. Several 
bills to that effect were introduced in the 96th 
Congress, including ^Congressman Claude Pepper's- HR 
70 " C-to uncap the ADEA and ' eliminate^- all exemp- 
tions) and another bill to add age to the imper- 

^ missible bases of discrimination in Title VII of 
the 'Civil Rights Act of^ 1964. According to the 
stat'f of the House Select Committee on Aging with 
whom I spoke earlier this .week, there is ri^ doubt 
thaV the upcoming Qpngress will give attention tV 
the general issuer of ma;ndatory retirement. 

To sum up, all that one can say is that-, while 
there is no immediate danger, the gradual aging of 
the American population and continuingt inflation- 
ary pressures make, it likely that the uncapping" 
monster will rear its ugly head in the not . too , 
distant future. Wfcen i-t does, .the higher educa-/ 
tion community had better have its facts and fig- 
, ures ready, and certainly the COFHE project is Va 
good fir^t step. 



Leaving the exemption now, I would liike . to 
focus upon a concepjtnially and .legally separate 
*' matteV, the question of cessation of employer con- 
tributions to pension plans for employees who con- 
tinue * Working tijeyond the noJnnal retirement age. 
The operative section of the ADEA prohibits dis- 
c r imination on the basis of age in all tetins and 
cond iXtGns^of — e m ploymenL; and ou its — fke^ — would 
' appear to prohibit, such cessation (in the absence 
■of a statutory except ion). * However, the legisla-.- 
tive history of the. 1978 amendments—including the. 
Senate.^ committee report and (explicit statements in 
the flooir debates in both houses — makes as clear 
as possible, that the "majority, an<f minority mana- 
gers of thfe >ill had the* view that cessation would 
be permitted.^ Thus,' you have all the makings of a 
legal dilemma, arid a situation in which a court 
would. Write a well-reasoned^ defini1;ive opinion 
■ either way — depending upon whether it invokes the 
principle that legislative rhistoiry may be used to 
interpret but not to vary the plain meaning of the 
words of a statute,- or the competing principle 
that the intention of Congress miist be effectuated . 
regardless of problems with wording. 

In addition, as a rfurther complication, con- 
fusion has persisted ovfej: whether cessation of * 
contributions ' violates the . Employee Retirement 
Income . Security Act . The prevailing view has been 
that\ERISA neither requires nor . prohibits contin- 
ued contributions after' an employee reaches 'normal 
• retirement age^ ' This was the .Department of 
Labor 's» view at the. time oSs hearings on the ADEA 
Amendments V November of r979 the I.R.S. 

issufed - a private ruling to the ' same effect* 
*r(Labor and .^TriBasury/^are authority If or enf orce- 
mefit^of'E^R.i.^.A.) • ' . > ' / ^ 

Despite* internal divisions, the "Department of 
Labor issued a final interpretation on this and 
other employeiB benefit questions on May 25, . 19*79, . 
concluding' ' that employers " with nonsupplemental 
1 fi 



defined contribution plans may cease coritributionsi 
on behalf of-? employees who continue wording beyond . 
' the normal retirement age, (and that employers with ^ 
defined benefit plans may take • analogous mea- j 
' sures). On July. 1,* 1979, authority to enforce the V" 
ADEA' shifted from the Department of Labor to the 
^ E^E.O.C,, and it\ is well-known that -the E^E^oJ^. 
-^ y h as— been— unhapp y with — Labo r's in rfegpre&^iro n all 
y along- Almost immediately after assuming juris- 
diction, the E*E.O.C-*'s Staff, Committee on Policy . 
took up the issue arid sought a means of prohibi- 
ting cessation- of contributions 'that would be, both 
legal and agreeable to all the agencies involved-' 

The obvious solution of simply requ^rinig con- 
tinuation of contributions>'to .age seventy seemed 
inadequate to the E.E.O.C. staff, Price .they reali- 
zed that employers would simply reduce their' con-" 
tr-ibutions so that employees' accumulatiphs at the 
time of mandatory . retirement would- be no greater 
than^ they would have ^been at the Jtime of ^lormal , 
retirement.* For example,* according, to TIAA-CREF '-s 
figures, continuation of contributions to age 
seventy would result in a 50% increase in the. 
^ average person's accumulation (to fund a rSft±re- 
ment of five years' * shorter duration) "Institu- 
tiohs could aim at the pres^ent level of retirement 
. benefits by making a 30% reduction in contribur 
tions. This would mean that people would have to 
work to age seventy (i.e., that they would ef fee- . 
tively be deprived. of a realistxt option to' retire 
at age sixty-five). The Congressional intent of 
personal choice with regard to ' V^tirement ^ge 
would thus be thwarted. 

^■i . » • . • ■ • " . 

The. most recent dr^ft of the E.E.O.C' s prdpo- • 
sals that I have seen introduces a new concept, ; 
• .that of "benefit goals." * The . proposals would 
require that contributions continue . for ^employees 
whose ind;^vidual accounts are' not sufficient at 
normal retirement age to meet "the" benef ijt goals 
specified 'in the plan" and for those participants 

' • , 13 - " .. , ■ 
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in plans for which no benefit goals are specified 
(usually .prof iisharing, ^ thrift . "^and savings plans 
as opposed to "money *iAirchase^ *and target, plans) . 

The problems, with . such- an* approach, both 
philosophical and technical, would >obviously ;be 
monximental. What is* a reasonable^ ^benefit goal? 
Sew==abotirt=-^hort--s'ervrcfei; as~compaTed^wirth"~~caT(eer^ 
employees? What about the equity problem between 
TIAA .and ^F? Wouldn't .you really be'" blurring the 
xlistinctipn . between defined contribution* and 
defined benefit plan^,- xn that , the so-called 
"benefit^ goal" would become- an implied benefit 
guarantee? ^ 

The fact that sixteen months have passed with- 
out formal E.E.O.C. action on the .prqposals may 
indicate ^some appreciation . of ■ the enormity of 
these and other complicating factors. Or it may 
simply indicate some post -Gilbert grin-shyness on 
the Commission's part. (An anonymous E.E^O.C. 
official was quoted in the Legal Times ^^f Washing- . 
ton last October as -having said that the E.E.O.C' 
might look foolish if it changed Labor' s already 
established- 'regulations; this ^represents some new 
sensitivity on their part.) Iti any event, accord- 
ing to Jay Pagano in the E.E.O.C. 's general coun- 
sel's of f ice earlier this week^'no action is sche- 
duled .by the Commission on the proposals in the 
near' fature. ^ 

Before I turn away from statutes arid regula- 
tions and to contract law, I would remind you not 
to overlook your applicafble state and municipal 
statutes and ordinances" dealing with discrimina- 
tion on the basis .of age. Institutions in Cali- 
fornia and Connecticut^ have had especially disrup- 
tive encounters with ^their respective stiate legis- 
latures on the retirement issue. 

In. addition to these multiple sources of legal 
obligation by enactment of legislative bodiesr. 




colleges " and universities, should be aware of 
another source of applicable law which has like- 
* wise " been in ferment in j> recent 'years — the common 
law of contracts. At the time an ^dnstlfeution. 
. -^ awards tienure to a faculty mgpber, it enters ' into 
a Ipng-term employment contract -with him or her, ; 
with/] jnutuai rights and . obligations. Typically, 
the .faculty^ member^ receives only a. letter .of ^- ' 
appointment or reappointment reach . year, and the ^ ^ 
terms and conditions' of ^ employment (beyond the 
barebones of salary and relevant dates) are con- 
tained in faculty handbcjplcs and other published 
materials. When a matter in dispute is not cov- 
ered by. any Institutional ^documents, courts must 
look to the testimony of witnesses in quest of the 
*' mutual understanding of the contracting parties. 
And, as Ts often -the case when matters of common 
'understanding within the academic world are at 
issue, courts will lo6k to sources outside a given . 
institution for assistance. 

Such has^ been, the case in. three recent retire- 
ment cases. The case of first impression was 
Rehbr v^: Case Western Reserve University, 'decided 
by the Supreme /Court - of Ohio. >in. 1975. A tenured 
professor of English. challenge<3 Case WesterriVs y 
mandatory retirement age of sixty-five-, on the 
ground that he had been awarded ' tenure by West;erii 
Reserve University , which had a mandatory retire- 
ment age- of seventy, prior to its mergeif with Case' 
Institute. The court concluded that . obviously all . . 
terms', and a conditions of employment in effect at . 
the time tenure is awarded - cannot 'be; f rozen , for- 
thirty or thirty-five years; . otherwise an institu- 
tion could not adapt to changed circumstances •It" 
therefore held that the University reserved the 
discretion to -change the ^retirement a§e applicable .] ' ' 
to tenured faculty.. .(Also,' and . perhaps inconsis- 
tently, the ;court held that rthe faculty member *s 
signature acceptiiig reappointment each year gave." 
his consent to the change.) Of interest to us ii^' 
the fabt that the . Uni/versity succeeded in its^ . 



' argument concerning its discretion to change the 
reti^rfement a;ge by referring to. several A;A.U.P<. 
statements, particularly the Stat^nent of Prin- 
. . - ciples on Academic Retirement and Insurance Plans, 
' issued- in 1950, which emphasized ^5Lhstitutional 
flexibility. A dissenting judge -made reference to 
the same statement, • arguing that the. University 
h sr\ r y r ^^ ' ' -^t is 6bligati/on to make reason able 
transitioil provisions for those, adversely affected 
by any change- * 

'a secon^ noteworthy case' is Drans v. Provi- 
dence College , ruled on twice .by the Supreme Court 
'of Rhode; Island' (most recently on/ February* 1, 
. 1980). * In that case a prof essor of modern langu- 
ages sued for a ^declaratory judgment that he was 

. ' not subject to I Provide'nce College's ' nlandatory 
retirement age of s^ixty-five because that policy 
had^ been instituted, after he was ^ awarded* tenure.. 
The court concluded that the professor 's^signature 
on annual reappointment forms di^ not cons^titute. 
consent, but nevrertheless ruled in favor of the 
College. Following the : reasohing. of the Case 
Western case and- also relyitig on the* A.A.U.P. 
statements, /the Rhode Island court held that, as 
16ng as a mandatoiry retirement . program is adopted 
by a college in good faith, the age chosen is rea- 
sonable, /the policy is. xmiforily applied to all 
. • faculty .memlDers^ and the essential functibn of 
tenure is not vJCpmpromised, the .concept of tenure 
will not preclude the imposition of a mandatpry 
retirement policy . ^ The court remanded the case in 
order for the trial" court to resolve the question 
of ; whether the reasonable expectations" "within .the 
academic connnunityr '^uld^ that the pro- 

. - . fessor was. eligible for special consideration upon 

\ .' reaching the age of retirement. V- . . 

^That's when things became interesting. 'On. 
remand, the trial justice' commented,. *^I do not' 
know what academic community the Supreme Court was' 
: : ref jerring to. All that I know is -that, .this is a 



troversy between a professor and Providence 
Xlege and no one else. What Boston University 
thinks^or may dp or it^^ the A.A.U.P. thinks; or 
-.-may do is of -no "consequence in resolving .this con- 
troversy, life, went on to cbns^true*^ the Supreme 
Courtis use of the phrase "within^ the academic 
community" as meaning solely the. community within 
the bounds of the Providence College campus, and 
r-wxt^in— t hdrs-rf trame-^of c o as t raqtrion^cdnc Ixtd ed — thatr 
the College' s award • to the > professor of an addi- 
tional year, of teaching beyond the age of sixty- 
, f ive was a reasonable transition provision. 

Needless to say, the case , was -again appe'aled 
to the state. Supreme Court ^ich, referring to the 
Case Western decision as- well as several non- 
retirement cases, stated: ' ". . -we^ were speaking 
.in. ^tei:ms- of what we are now calling a 'national, 
academic community, ' a: phrase which encompasses 
within its reach all institutions of higher learn- 
ing in the ' United States." The case "was again 
remanded, • and/ there, will -be no. final resolution, 
as the plaintiff is now deceased. 

The third recent case involving contract prin-. 
^iples and the mandatory retirement of .tenured, 
faculty is Karlen v. N.Y.U. , - decided by the fed- 
eral district: court for. the Southern District of 
New York on February 1, 1979, which I discussed at 
the begirining of this talk in connectio'n with, the 
constitutionality of the ADEA^ exemption.^ In ~ that . 
casfe a law .professor .cJiallengedjj^N.Y;U. 's^ reduction 
of' ^ts maridatjory retirement age from" sixty-eight* 
to -sixty-five.. The court denied the University's 

.motion to ; dismiss, holding that ;the ; prof essor ' s 
signature on Veappointment letters did not cdnsti- 

:.tuie consent, and in so doing relied;bn^ the other 
ca^^s 1 tjave discussed as well as on the AAUP 

.statebehts.^ ■ . . . ' ■ - ■ ' 

* You may be . wondering by noi^ why ^ have devoted 
so much'time to this line of cases, in view of the^ 



fact that the new federal law will effectively 
prevent institutions from reducing - their retire- 
ment ages in the future. VJhile that is true, there, 
is an important" underlying point concerning .the 
role t>£* A.A.U.P. statement's in retirement cases 
(as well . as in financial exigency cases such' as 
Bloomf ie-ld GollegBw ^nd Goucher College ) . It is of 
triemendous 'importance -who articulates the commonly 
he"ld~~apd ers r tandings o f^Tthe--academtc--commtfni-ty— con — 
ceming the terms and . condition^ of, faculty 
empldyment, expecially in areas where the consen- 
sus of the past has eroded* Through vigilance and 
an aggressive posture in relevant litigation,, the 
A.A.U.P.. has gotten' a firm foothold in the judi- 
cial door. It is. up to institutional representa- 
tives, through their various, associations, to be'» 
equally vigilant and to point out to courts where 
necessary, the differenc.e betwe^en jo^int ^statements 
of the A.A.D.P.'and institutional associations, on 
tlie" one' hand, and unilaterally issued A.A.U.P. 
statements, on the other hand. A.C.E. \f ought this 
battle successfully in tTie Goucher College case^ 
and 1 p^t'iciilarly commend to , you. an ai:ticle on 
■tMs -issu^ in the Winter, 1978 edition of the' fiduT 
cat ional Record T)y';W. Todd Fuirniss-. 

Finally, I would bring to your attention the 
1980. revision " of the 1950 Statement of Prfnciples 
on Academic Retirement and insurance Plans to 
vHich I'r^ferred earlier. This latest document was 
prepared by a jbint committee o^ the A.A.U.P. and 
thecf Association of ^American Colleges^ and appears 
ixL\ the September, 1980/ edition of Academe . It is' 
top long for me ,to siammarize' here,- but. I> urge you 

/t.o review it as part of your institution's , retire- 
ment deliberations* If there are .respects in which 
your institution's policies differ from* those 
endorsed" by the, stat^emeixt, for reasons that should 
be obvious.^ by now I urge you to commit your, poli- 
cies to unambiguous writiiig . Otherwise, the 

^A.A.U.P. 's policies may by: judicial fiat be held 
to be your own. . . . . . ' . 
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St^ff Economist f^or the' PresiiAent's Council of. 
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r . He. is currently codirecting a study of the 
impact of the change in mandatory retirement in 
the academic ^ectorfor the Department of Labor. 

My . assignment toda^" is^ to rieview •the major ^ 
.pol^icy^, issues and their context so as .to set the 
stage for your discussion of retirement policies 
and .programs at your institutions. All of this is 
occasioned by the impressive series oJ^ reports^ 
prepared * by COFHE on the impact of changes in the 
age of mandatory retirement at its member ins titu- ; 
tibns . * My comments - will touch on a variety . of - 
topics: * " ' . 

<i) the major public policy issues affecting 
: retirement at colleges and universities 
as they are likely to 1 unfold o ver th e 
next ' few years; . . ' ,/ - 
(2) _how the resolution of these issues' will . .. 

.-affect the range of opportuni^ties open , to 
• , . your.. individual Institutions;'. 
: (3) \ likely * changes in.' the ^economic..^ ppsition> 
; ^ " of .faculty members that will affect and ^' 
. influence .their plans for retirement; and 
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* '"'X^^: • : . p^^^^^ ediica- 

• ' tioni f ijiance over 'tii^ i9®Qs^*^^^ ■:- !( : : v : :^ 

The Major Policy Issues, > ■ . . :^ ^ ^ ' ' i^^ 

Two 'cverriding 'policy • issues,^ plus' ariother\^^-,^^ 
. §ubsidiary but still impopgtant issXie, confront us^l 
in- dealing ' with re4:irement . In higher education/ 
-pne'^i^sr^herheT^cqxi^ 
the 'exemption f or ten^ Tnembers f rom ;the. 

provisions, of- the 1978" amendments to - the Age'-Dis- 
crimination ^^in;^ Employment Act ;qf ; 1967. ^Xn July 
1982 the '^curr^nt 'ex^ptibn . .-^3^ • meaning that 

the' -minimum mandatory retirement age, for 'teiuired^. , 
faculty members ' will' rise to age 7.6^ unless ^ st3.te * 
l^w authorizes a hfgher age or none at all. -It ■ is 
well-known that many state- /legislatihres h^ moved 
. rapidly td respond - to the federal, legif l^tlonl .^^b^ 
making a similar, change -sq^d : in some cases prohi^^ 
ting altogether any mandatory age of retiremeii'rl. . 
Becausi^ of these -^dhanges;, -ax^o^jit inuat ion ' by the 
federal government of the .pre^rit .'e35:emption would - 
leave -a considerably- smaller ftaction of all ten- 
ured faculty subjejct to retirement at age' 65 than" 
was the case prior to ; ijitroduction \ 6f the f ederal 
legislation in 1977 • . ' ' // V J " V 

This raises 'the; interest itig . and • importantV 
question as to whether^' Mi|her education should* 
organize' itself to fight to make tfie exemption a;^: 
permanent Voaev / How rnuch support j^uld ,coHife ,frbm^'. 
faculty and administrators^jat colleges and -univei^^ 
sities ^ across . the ^country? What support: /^would 
c^omW f rom the higher, education establishment in * 
Wasljingtbn?^ How strong*' would this support -be i^^^^ 
only ' a small segment of higher e<iucation^^;;veT€t*:V 
aff ected? 1 • belieye that * continuation of *thfe 
exemption ^ would be a hard battle ,tO.. fight and to" 
win.* But 'if . there is t^i 'be a' fight, the strategy 
-for^guiding it should be brgaixl^^ spon. . v . ' ' . 

: ■'. ■■: . ■ .20-- ■» >^ .... . ■ 



ERIC 



- .vTHe 9^co^ issue is* -how to react to fre- 
' quently-TH^de ^^oposals that there be no minimum 

-^-'yf labored- P^s^l t ion . .In the,: heat-of - ; a^ jf)6;i i t ical 

■."j •campaign It' easy to make promises rlike this. 

" • .-'At''^-the s^^" ^^^e I expect that for some lApnths 
. Representative Claude Pepper -Kas- be^n quietly 
plotting hi^ Strategy' for uncapping -the -MRA. 
Ttiese sigas ^^§^est that retirement age will.be a 
V hot legisJati"^^ issue in the very near 'future. If 

' ''•so,;* thlsr tai^^.s the -same question noted .before: 
How' sboul^ c-P^X^g^s and- universities as a , group 
deal wifc^ tl>^^ ptppcisal? Should ■;they oppose .it? 
On what b^si^' Should they argue for a permanent 
exempt ion ^^^70, as a compromise* wit K the pre- 
sent " exempti^'^' How do they make their case?^ 
What is ut^^SUe about , higher education? Even if 
federal l^&i^^^tion exempts college faculty, mem- 
bers', how ca^ States be restrained from elimina- 
ting /the ex^^I^tion that the federal . government 
finds .quite ^^^eptable?.. I leave these questions 
for you to po<^*^r. ; ' ; ■ ' r. . 

. 'A thiiT^; ^^?Ue, still a bit further off, is a 
possible -* chiat^^ in the age at which people are 
entitled' co-^^^eive maiximum social secjiirity bene- 
fits at reti^^ent. Currently, that age is 65, 
, with - redu^^d ^"^tiefits^ available; at age . 62. But 
even- the coJ^^^^tion ' Of present and ^prospective 
social s^cu^^^y^ financing, suggestions have- 
already be^i^ about changing the age at which 
; maximum be^ef^^^ are available, moving it from 65 
- to 67 "or 68 maybe even to age 70. Of course, 

f' s . a ^at^^llal question that transcends higher 
ion- A^*^ if this change is made, it 

tiave ii^f^^^tant consequences for the xetire- 
mem^^bers, particularly if the age 
em|>tion ^Hould be made permanent; ±n any 
the ^ve^^^e age of retirement ..could rise by 
several ye^ts a result of a change like this.^ 
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~- — Howeve^r~*1:he!se~^"SSuesr-3xe~-xesolve^ — this ' stillr— 

leaves several Important questions for colleg-es 
• aivd universities — their faculties and admlnlstra.-. 

■ tdrs^-i. Foremost in the minds of many is this ques- 
tion: How c^n retirement policies and programs be 
operated withouf excessive federal intrusion iuto 
the academic affairs' of ..colleges and -universi- 
ties? The -record of federal agencies in promulga- 
ting ,<reigulations designed to guide govern 
implementation of the 1978 Amendments to the ADEA 
is reason enough^ ta give anyone pausfe. TKe reg\i-- • 
lations haye been slow' in * cbming, * they are 
extrCTiely detailed, they are voluminous, and, they 

, tend to be less flexible than they could be* 

. ' i ■ On the assun^tion .that -^the exemprti9n does 
■ ^^xp±r the''age>-of MRA goes to 70, then what? 

One option' \is simply to -adapt, .allowing- faculty 
members^ to :re tire - whe'^n they will." Many top-notch 
i;$ublic\ institutions have' lojig had a MRA of 70, and 
kihey seem to have f iour;ished or at least survived * 
' vbver the; years. Even t^iough the teaching and 
rese^aipch performances of some laculty members 
decline; with age, knowledgeable faculty and admin- 
istrators have coped with these problems in varl-^^ 
ous ways. ; They Hatve encouraged Improved perfor- 
mance, reallocated -responsibilities^ suggested the 
possibility, of early retirement, helped" to work 
out early iretirement arrangements, and in extreme 
cases .and usually as a last resort, actually for- 
ced ^he -reluctant to retire. One knowledgeable 
d^an I; Icnow suggests^ that in his experience the 
real breaking point -comes somewhere between age 65 
and 70r-with an earlier age 65 retirement forcing 
/put many able- faculty members prematurely and a - 
later age 70 retirement ^creating problems f or ^ s 
small numl>er of faculty whose perf onsiajice has 
clearly deteriorated. ' 
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A^. secpnd opt ion~the one that concerns mdst of 
you. here today—is .to develop plans, policies, and 
programs to .* encourage earlier retirement • -This^; 
"wtn get rl-d of so-called "deadwood" and perml't * • 
ItSK r-replacement with, new young faculty ^members 
whose presence will invigorate instruction ■ and ^ 
reseairchv This means thkt * early retirement- proT * / 
grams must. bis. designed that will benefit^ boCh the /■ 
affected • individuals and , their institutions* ; 
Whether these voluntary programs will be effective 
in /chatiging: the qua;lity. of the faculty along. /the 
lines^ just suggested depends -heavily on* which 
faculty members are induced, to retire* In other 
words, what kinds,' of early 'retirement •incentives 
willV:>^-be;V- ;iffoSt^^ ' selective, 

early -Vet iifement?^. !^^^^^ result in «the ' ^. 

early retirement of- the* n6w*}'-l|gast able faculty 
members, then 'average quality will rise* But, if. 
instead the ablest facul^ are attracted " 

into early retirement, .then everyone lose;s« This* 
means that the. ■ inc^ntiVe^ must - be desigrffed; 9are7;'^ 
fuHy to achieve institutional purposes.. ■:. { ^ 
■■ ■ -l \ \ -^^ * .. ' . * ' 

An .additi'onaJL set' of -plans, polidies, ;apd 'jiro- * 
.•^grams- will be necessary , t:o_ deal with declines in 
the physical and intellectxial- .vitality pf aging 
faculty members. Institutions will no doubt be • 
forced to devise procedures — not too elaborate, we 
hope, but .more formal than they now have—for .per- > 
:iodtc5tlLy evaluati-ng the performance _of-^ older_ 
faculty members and finding ways where necessary 
to retire, ^me of . them prematurely—for cause. 
This is n6"t a .pleasant task^ to contemplate. How- 
ace; such .decisions to be made? What criteria will 
have . tb be employed> to assess plsrf ormance? Who 
will decide? The - questions are numerous and dif- 
ficultl- And- though we may . somehow avoid this 
Ijath, :;I \am ,not too optimistic. In any ca^e, we 
j^hould begin to think about this now rather than 
later. 



Dealing intelligently with these internal mat- 
ters arising out of the resolution of the broad 
policy... issues will be difficult. To the extent 
that the minimum age of MRA is* raised, to . say 70, 

at — ^l^as^t— Some— f^c^l^y— members— wi-1-1-^ 

of the change by continuing to teach. Others will 
continue to <JptT f or early retirement; as has loi;ig 

- been the case.. 0^ balance, however, the average 
jag'e of retit"ements likely .to creep by from 
.one to three years, according to the hest current 
estimates.' Such estimadK run counter to 'the 
^ tfind-ing that over the past two decades there has 
been a -continuing decline- in the average age^ of 
faculty 'rcrtlrements. Which of these two' opposing 
forces, will dominate— the trend toward earlier 
retirement or the possibility- of continuing to 
tea<5h until age 70? / - 

. "New Pressures ~ ^ 

rvlt is • clear that the economic"* pressures to 
.defer retirement Will heighten. -One force pushing^ 
in that direction is inflation - whose underlying 
rat^ is currently estimated to .' be about ten per- 
cent .^^ This is up substantially from*' three percent' 

> a depade ago and from one percent twenty years 
ago.. It . is.^-'interesting. £b_ note ^ ^he eiff ect' bf 
inflation on* retirement b^nefits^ov After five 
years at a '^^ohe percent^ .inf lation^fate the real 
value of a dollar ' o^ benefits drops by about six 
percent; at a*.t;hree percent ' inflation rate -it 
drops by about f if teen ^ percent; at a 'tenV' percent . 

/ i|iflation, rate it' drops by^ about forty pfertent, 
•etc. To the extent that :individual . faculrty mem- 
berrs can see the* effects of ipf latzion on the>?reai 
vaj.up of their " benef^^^ and tl^ere is hoj reason to 
: doubt this, they .will ^ opt .to' -continue''^ working. 

This Vill , beef iip the retirement . annuities of 
; those*- _f acuity-, members wit H ' def ined" conjti^d^bution 
plans arid, augmeti^. the rfetireiment *-J)enefits ;of. those . 
faculty . u^der,deflne'd benefit plans.. * * . ' 



• While - InflaEion is ah important consideration, 
less attention has c been gi'i^en to^t- the depressing 
fact that the starting real value of ^.pension bene- 
i^ s has a lready— b een e r o ded-rby the d ecl i n ing r e al" 
value of faculty salaries. Real faculty salaries 
fallen over the past decscde,... both absolutely and 
relative to other occupational' groCrpsi O^h 
that, pension acctimulations haye flagged seriously 
and this Implies that., the relative " position of 
retired faculty members will be substantially 
reduced relative to a decade* ago« Theevidence on 
faculty salary declines is significant. Average 
salaries- have faj:len by alinost 20 percent over the 
last decade, whether measured by rank, institu- 
tional category , or type . of institution. This 
trend is likely to c^^ntinue, with ever greatei: 
'adverse consequences .for faculty ^'re bene- 
fits. The* situation ^o'r faculty members contrasts 
'sharply wit?hvthe situation for other large groups, 
of workers, those in fedeiral, , state and local gov- 
ernments, and in the unionized settors pf tlie pri- 
vate economy. Of course, ..the . Social Security 
benefits received by most ■ faculty members are 
indexed, thus 'lessening .sbmewha;t,...*the . impact of, 
inf lation. ; But this .is smafl'l comfort since Social 
Security benefits are also Indexed for all othej^ 
retixees. ^ 

^ sum up, faculty members will have to' adjust 

to continuing inflation, and. ^, declining . real, 
salaries, and as* a result to I. reduced, p^nsi^ 
fits. Their* only means of adjustment is to defer ^ 
retirement as long as poss;ible. :^ 

*If th^se problems are not enough, faculty mem- 
bers will 'also suffer disproportionately fiecause . 
of , sharp recent and projected "'^increases in ,th,e!. 
Social Security tax and wage base, as required by 
federal legislation passed several years ago. By 
the mid to l,ate 1980s virtually all of the 
salaries of the vast majority Vof faculty members 
will i^^fie fully taxed under Social Security. 'And to 



the extent that inflation continues to push 
faculty members into higher tax brackets (though 
perhaps more slowly than for most other groups), 
t:he~a±rer tax i -ncome— of-^f acuity— members— vil-l—rl^ 
much less sharply than their nominal incomes.; 
Because- of the way social security benefits are 
paid out, faculty members will gain- relatively 
little from their^ additional payments. Nor - will 
they see apparent gains in benefits accruing to 
.them , as a consequence of larger income tax pay- 
inentsL' Thus, we . find ourseTves Visij -a ' d^ 
situation. , "News of this will be "^unlikely ; -to. 
create joy among faculty members in the 1980s. 

^ . . . ' ' - ■ 

How strong is the likelihood that faculty 
salaries ' 'tirill continue their real absolute 
decline?' Given the continuance of Inflation and 
the improbabilfty^r that faculty salaries wi^lV/be 
indexed, inflation* will continue to ero4e ^ the rieal . 
value of our salaries. . Moreover,- faculty salaries 
are uplikely to rise dramatically In .nominal terms 
because of familiar constraints on the futids that 
provide sal^xies— legi^ative appropriations for 
public institutions and tuition plus, fund raising-* 
efforts for private institutions. I do not have 
time to spjell 'out my reasons for the "expectation 
that 'faculty salaries; will show np significant 
improvements. ^^'Npr 'is there .. time to dispel the 
popular- notion that faculty salarie^s have lagged 
and will .continue /to lag b^^^ the great 

abundance of new Phbs; this: expla^ a* 
variety of important instit^utibnal constraints. 

Higher Educa tion ^S'rProspectS :::^v " 

— :'h/-'>'' / ' ' 

Ia6t me - now examine • the prospects ;f or : higher 

education finance: in the 1980s. The. like 11^^^^^ of 
-seeing the funding >;te|5^^^ higher education ;aug- 

mented is not"^reittV of 

the economy and^- on* the -'in 

,growth we e3q)erience in the next . ten; years. This 
\ff±ll d^termitie * tTie size of th^ total pie available . 



to/individuals: to al-locate to meet their varying 
yprivate and public needs. 
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The need for funds for higher education, and 



in turn their availability,*vwill depend heavilyr at 
least in t^e public sector on- enrollments. This 
is because enrollments determine total staW aid 
which is cost per. student multiplied by the number 
of students. . Private institutions must rely * on 
other sources of fundsi including tuition and con-' 
. tributi5>ns.r Here, tbp, however, total enrollment 
effects the amount of funds needed." 

Partly for this reason the big uncertainity is 
over -the - direction and magnitude of enrollment 
changes. Economist-* - Howard Bowen sugge'sts that 
enrollments- could rise substantially, and he siig- 
gests that they will, to the extent that we can 
cultivate and capture large untajiped markets for 
our services. Economist Steven Dresch concludes 
that enrollments might drop biy as much as 50 per- 

^cent as pbtiential students^ respond (by not enrol- 
ling) to the declining ec^omic • returns to col- 
lege-going; they will opt l^n greater numbers, than 
in the past not to ..attend college. The Carnegie 

\ Council on Public Policy, suggests an intermediate 
\^f)ositibn, with the likelihood of : -a -S-IO percent 
decline in enrollments. For individual institu- 
tions enrollment changes are likely to be greater, 
or smaller, whatever the overall, change. Xhey are 
also likely to be greater for tl^e private thau 
public sector institutions, given the tuition 
levels and differentials, institutional location, 
and the liberal arts orientation of many private 
colleges and. univ^^i ties. 

Another source ' of uncertaixity is- the extent to 
which higher ediicat i^)n- =Td.ll . be _ s;ad<Jl^<i • with . new 
social mandates Vt scf f ect^^ "the; demand ' f or 

hig-f^y. education ^ -^^ more Importantly 

,th*e^*^bbsts,^'.b^^^ higher^ e^uc'SrtibfiL.^: One^^^^^^ these man- 
dates 'is alaosti^certain to be a greater push for 



accountability, with consequent rules, costly * 
Reporting systems, need for specialized, personnel 
to 4eal with them, etc. Increased .amounts of 
remedia l i nstructio n a r e now- beitig . o ff ered: 
whether we are being pushed to. do this or pulled 
by OUT own choices, is not entirely clear. By con- - 
trast, there, could also be a new piish for instruc— 

ftional sxxpport "and" special programs' f ori ^research • 
and for* advanced training from the federal goyejn- ^ 
ment. . We may have seen the first stirrings of a 
new effort to. promote such programs with , the 
release in early October of a report to the Presi- 
dent from the « National Science Foundation ^ and . 

' Department of Education oti^ buf^ lagging scientific 
aivd;>;epgineering . educVtion. What is. impo.rtant to 
recognize is tihe f oirowirig. ' .'^:Spme of , the^^^/, iiianr . -^^ 
dates we can do - well, whereas* others we are illr^ 
equipped to provide.. I expect that we will con- . 
tinue. to seeTc to do those that we belifeve we ca:n 
do well — :in the areas of:, research and traditional 
instruction — and that we will , lag i-n dur - efforts ' , 
to cio other things thrust upon us unwillingly. ' 

What about the different sources of f'unds? 
-Therervare five major sources of funds: students; 
their ' parents; state ' -aiiid iiriirat€^^J--sources. ; which . 
provide, the biilk of instructional fum^;' 'and the . . ^' 
federal* government • Student, funding programs .con- 
tinue to evolve, but they . have, ^ been . given shapfe' 
for the next five> years 'tiy. .cohgressipjnal, action ' " 
just a moAth ago. The reauthorization -calls for a 
scheduled pat tern,, of increases in student finauTv 
cial aid that we hope \ri.4l be s.tahle and^ predic- 
^table. ■ - - ' . . V":;^/'.. ... . . 

■ -K^^-'Stai^ for public institutions ^nd fre-' ^1^-' 

queutl^ for students attending private, ins titu-/; . 
tions isjinore difficult to predict, in large part ■ .* 
because of public,: coffcertr about the . growth of gov- 
ernment spending . "^¥fee*^ push -If.or ^ tax-expehjSiture - i 
limitation programs through constitutional amend- " 
ments ^nd legislative^ actio^. ..^i,n the* varfous 



states could strike a^serious blow agalnst/hlgher 
• educatl©h> .-.Witness the predicted consequences of: 
the *^T1SCH amendment in Michigan.. ^Or tak§ a state 
such: as Wisconsin which' has always been, exceed— 
~ingly-. generous* in .'its.' support of~~higher educai- 
tion.. -Becausfe of a tight sta,te budgj&t, '.we 
recently added a $30 per 'semester/ tuition sur- 
charge, at Madison. This may well ioaafrk a' change iii 
the decade-old forqjula that set tuition at 25 per.- 
/cent; of"' InstTUctiona-l costs; .prior to that it 'was 
20 percent'.. When this is combined vith ; the 'index- 
ing - of state income - tax ' brackets . in Wisconsin, 
whidh came*, as part, of an almojst. $1 billioH tax 
reduction: ^ year ago,* t lie. state, tax system will no 
longer be the money • producer it . has .been; in the 
past . : To the extent ' that ..- moreir funds ' are . ,to . be 
allocated" to higher education they will have - to be 
taken put of other programs. Whether we can biiild 
an effective case., for 'added.^.funding, ^against such 
lyrograms as, -say, • welfare aid, is not 'aTi;;certain. 

Private funding for higher education *may suf- 
.-^f er: .,sim|.lsu:ly . People may give J.ess .f or ' the ''same 
reasons' tlAt undierlie the anti— tax ' ant'l-expehdi- 
ture« sentiment. On ttie- ither.-^ handy -aggressive 
f und K^i^ng- efforts by pi^^ate ins titp^^ ^^^^v 
put them in an espedially strong position'^ to 'com- 
pete with the pl^blic sector with! respect to 
faculty salaries, early retirement programs, ' and 
the like . v* Per tiap^s . they , .can., also , .narrow the pub- 
lic-private tuition differentiali^^^^^^^ This may be ''the- 
-iong'' awaited ray of hope for .private -higfier, educa- 
tion. ' ■■ ' '/ I s,....- " .• " 

Federal-- funding beyond student, -aid is also 
uncertain. ^ Whether . additional fAinding' will be 
available or 'research remains to be seen. How- 
ever, grbwing concern about^-' s3,ow productivity 
growth could well generate a new burst- of enthusi- 
asm for basic research, much of. which would hiave 
to^-be done at the colleges^ and universities, v How " 
favorably inclined the f^ederal government -may:' 'be 
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•t<>- ^iind special programs designed to provide' 
alternative sup.port for topTrnatch young scholars- 
to develop their research' ^potential (iti a 'period 
when academic jobs: are not' available for them), is 
al'jo ^u nc e r tain* H elp af-^M^-^iiEid— ca 
in dealing with .the • shojrtrAn problems -arising from 
the change in the age of mandatory retirement and 
with the longrun problems arising, from .the -pecu- 
lia'r age structure . Qf\academe .as we move, into the- 
L980s.: / . 

Summary and Conclusions - ' . . : 

:r ft; Let me now • simraiarize. ■ The ' imnediate policy . 
issues concern^the ^eicemprtiOT* wiiicb- esqpir^ in l982v 
and, likely congressional action to eliminate 'all 
MRA* ^ What should we do to affectv^ this legisla- 
tion? ' EoHf Vil.l we adjust .tp this leg;islation, " 
assuming- it takes its predicted course? How can- , 
N ' we work, tp minimize its adyierse impact' on thev qua- 
' lity of*^ American higher education? . ■ \ '■' - 

^ ^ • * Dealing' '^witfi '"these questions -isi'difficult for 
•'/ several . reasons* VFIrs^C ijif la't'ion, 'which. .iS' 
' likely *, to* continue uxiabated,: quickly ,er6des . •• 
* • ; : faculty • salary increases and pushes' more . faculty ^ 
V members' to .conftinue teaching until they, are forced 
/ to * retire.". Inflation also . erodes t"he real arid' \ 
^ relative value of their hard-earned, pension bene-- ^ 
.. fits. Thfe • continued increases ^in^Social Securit;^- 
taxes arid pers^onal income taxes will contribute**to; V 
further faculty disillusionment with their econo-^ 
li^ they will cope with this **is • 

* difficult to specMiiate -about^ ■ ^^^r' \.^;r>;<:c^^ 

The prospects for higiier . education finance are . 
'. not especially. , : optimistic. State funding is ' 
; ! : liki^ly^', to:; '^ in many 

, ways :. an(d '»to .prevent them from takip^ significant 

steps either ta-maaritairi realvsalaries pp^:^c^ stdmr ' . 
^^ilate ^earli^r ^ reti-remeiit.. .^^^^^ private, v sector,;. '/^ 

''''though •hafd./pris^ed,*' wllX^'have gf eater *fiex^bijLity^ . ^ 
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V to deal with ^earl^^ retiTemenjt. /It, /will also Have . 
the <opportujilty, to ^bJ^Lngli. ''.about -substantiaj^' 
ImproveriieritSrJln vtfie q^ 

it may b^r'a^^e^ t 

rstiKients»v whe tlfei:" it calf inc^ase ■ ' , 

• ijts growth* of voluntary- ""^undl^jg. fast^ Than -the ?; -! 

V growth of ..public sect-or f iiiij^hg^w . vSubs^an^ 

. additions of federal, funds appfear*^tb.:Be unlii^ely v ; ■ 
To sum uiit'/ ' the jdiante^^^ S': 
solution to our . prqbJfemsris slight,"*and we viM-f.be ^i 'v- 
increasingly constrained thrc&gho'ut. vtliB^l!98(fs-i- ' v • 

' ^' t' ■'V^ -.'.^ - - ■' V- . 

To; conclude^ -TO^cbuld • bd%d(^^ entering v 

a new* era of limi.ts', something Unimaginable tfie . 

optimistic, atmosphere, of the earljz;^ ; 1960s, .only - 

dimly perceived as' p6ssiT>le "iji" -trhfe ' early:: 1970s, ^ 

" and now upon' us* in the ..early 1980s. All of you . - 

V 'will mor€^> Than- ./earn your; salaries; dui^ngT'^ th^^ 

coming* years, and as a re^lt^ you wUl>y^pr6ba^^ . 

■relish, eaxl^ ratvi^eme^^<' parti c^ iff the 

incentives ' are favorable ^enough'^o* I wi^h you well r' ' 

in yout work .and iri^* you;:: eff^p^^ effec-. - • 

* tive- ways ;of coping with litalted resources*^* the^ 
'agings of our facult^les,VvaiCii phe ; special .difficul- 

. ties created by the change, in 'msinda to ry ret ii^^ment. ^ , ' 



Xlomments " ■ 
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***** 

It* is really nice to be in a position' to iMike 
. sure that there are questions being asked. One* 

patt^cular comment I have, is that if in- fact^'ve 
' 'mqjve ta age 70; as j^' mandatorj^ . retirement and you 
, . haVe^ to provide Benef it credit to -that time, there 

• / ; is no question in ' my mind thait . .most of your 

■ ' .^sch^ are going to. have to readdress your entire^ 
'defined - objective and the accumulation that you' 11- 
. - have to provide ^ is something -iess / because the 
y. l^ongevifey is less.^ .This, in ^f act, on the- dptim- 
'/^^r" i-st'ic ^side*, will end up. enabling., you^^^tp actually 

• y reduce f airly signif icantlj^ tSie'- contributions ^on 
!f^ ' " . yojir existing program, maybe to * the* extent , of 
V - ;. 25r30%, depending ^ upon how you might use your 

.' V ' .'pTpJectioiis. . * ' ' * * * ^. * 

• : Now,; thg probleni with this of course' isj and 
^ <ag3dn; vi'm talki*hg here to^ try ^and stiiitulate. some 
. .. discussion^ .' the^ problem^ wifeih thls^.. .x)fv course^' is: 
that a lot of people are unable;, to work until-' age^ 
, '?J0 or do not want to, so that ypu' 11 probabiy> f t^fc 
. . yoursel£_. having to come ujp with some sort of ear 1;^ 
. . re tt rem ent^ inducement^ whether' out'" of n^Scessity or^ 

• ^ *, to allow these , people to get out ^n terms of the 

deadwood problem* 

Now, ' the dollars that you will save limnedi-- 
' '^^ately "-by reducing ycon^i but ions to meet a benefit 
target at age 70 wiil^enableijyoiriiv" to ^ 

earmark a / certain' amount of this , savings, and^^ 
certainly /not all of it is* requi3;ed, to comfe .up 




',i^prabably -with som^ yery gen^roxxs early retirement; '/ 

..schemes to enable people- going but 'prior to 70 to / * ^ 
have - as v high .jan income "as they : otherwise would / 
have had • if jliey worked tintil- 70* vl don't/ 

think it's air^on the bad side* - ■ 

- tljink yoji will harye .,to . cbme^ to grips .yd.th ; 

. t4yat^^r4£4ciiil-ar-^ro4^^^ 
tion, levels for 'existing ' faqulty. The reason, you . 
Ti^ill jsnd up» obviously ..V saving.'- srome funds is that . 
all ^ood- schools end up haying people leaving' your • 
institutions along the way , and ^you' re;. not going . 

rvto have -to. pravide those early retirement schemes 
-vitf^s going tt.o rbe the .nexl: employer. . - And to the 

^extent t-tiat these people actzua^lly ;J.eave educa-^^ v\ 
tional institutions entirely,- it ^becomes a savings^ 
collectiy^JLy to all" of you. • 

Anbther th'ingl we seem ^to.-^^^^^^ running :intb -'to : 

• some degree in. some of our schools - we've asked 
repeatedly,''' because . of inflation',, because in . 
certain' cases you have defined contribution, pro*" 
gram^ that might; ^e" integrated with Social Secu- ^ 
rity , that is ryoii. provide ^ higher level of . con-* • • . 
tributions on s^aries in excess of Sbxrial .Secu- 
rity.. "Biere's been a coittrn that, as the Social . 
Security wage base goes'' up much faster than infla- 
tion,!^; that obviously ihe^ faculty -are losing in the - 

: aggregate "in /terms , /of contributions^- going intb 
their plans, and what 's th^-s doing-dn of not' -* 

meeting -retirement income objectives ihat.; we . 
established previously? » v ^ 

'' Weli, amazingiy enough, in spite of the infla- 
tion and the vrap id. salary increases, although* not- 
so. rapid according to \Lee, for 'faculty, and , the 
fact that on * integrated qplai^s contributions" as ^ a^ 
percentage of: pay aire actually getting smaller, • ^ 
the benefits at retirement are' actually becoming 

''larger as a percentage of payV- for one" • simple \ 
reason, ;_,.that; when yoti take' yoii -acctimulation at 
retirerient and, convert; it irit o Vaa-. annuity, .you' re' I 
converting it on an interest rate that hats been 
going up consistently at ' TIAA from 1970 'thrpugh v v"" 

'i98o.' ^' r ■ 



... ■ ■ . • ■ ■ • : ' - " 

nie problem , is . thlsV s«;I - kh for>^ 
instance y is nov moviiig . its" later est rates from 9 
1/2 r to 10 1/2%, thexeby proyirdiiig^ even that miich 
• *^greater annuity on a given accimiulation*. only . 

' :! way • thkt ' we can sustain, for^TIAA can sustain j :^a lp / . 
1/2* - ; 11 ^1/2- > . i nterest rate\ > .on /its existing 4' 
portfolio obviously ' is^: for contlriu 
: In fact, the only reason ft ha.t. lorjiger term fixed ^ • 
income /obligations yield .11 and , 'I2v an'd .13% 'is ^ V 
because .of 'a perceived itiflati.on^r.ate^ of something . - 
. ' ' like 10%..: "So- suddenly-'- to . f ocus" on what: h^s been ^ ♦ 
^ the / traditional waj of ^llopking-; on benief its ^^t ^ 
retirement to see if^ ithey are m^'etingrt adeqiikte' : . 
7 iiic ome o b jec t i yes , -when .you take that r int 6 .. ac c punt . . 
with Social • STOurtty,.': I t;M 

way 'to look at it now, particularly .when ;76u-st 
• ^^shot:.;at t^V; one^ .age and' .then" find, .a- ^^^^^ 

:>erosion over' time, . particularly at 8 or*9,or 10%.- . 
' ■ I -don't have to *tell .you vhow much ero 
J do seev ^ And" particular 1> with ; faculty meittbers^ \ ^ 
where 'Social* Secutlt]^ which is\ fully ^i'n4^e<f pri)- 
vides .25% 6r less Qf a person'^s" t'otal Ihcome,/ the . 
^ total -ertfsion factor is fairly ISirg^ ■? . "s v 
.^"'^l'^^ "These are cqmnients-, frankly, just ^to.'try -to^ ' , 
' stimulate --sqme»^di$cussion* *,J .do have a '^quefetipn' ' - 
• of* Laura. -^1 think she mentioned 'at one point "that • 
the .• longer the EEOC proposal does not conrie'. out^ . . * 
the -better chance it .has,.. In terms continued penrr , 
^ \ sion. credit,, ; pf ' not becomings law in -the future.. Do 
.:you actually f eel ^ -that that inigfit be. the case?,** I , 
. think '-a. lot of people ar^ assuming '^^iat both jie- 
\ fined benefit and- defined 'contribution plans ' will ^ 

have 'to' provide credit right,, up' to tjje ney inanda- 
... v .toty retirement age. . [ ' ' , ' v / ' - 



. , * Questions and Aiisvers- > 

Q: ^ What--db. you foresee, happening witK the^. 
apparently dif fering •interp?:ietatfon of regulations, 
by the EEOC and Department of Labor? . .\ 

• ' LF: The Age Discrimination and ;^ployment Act^ 
- actually technically is* an "Amendment of the Por- 
tal-to-Portal Pay Act , with which -^.many/ of ^ you - 
labor lax^er^ and economis^s'^^re profe v 
and tblt law contains a prdvl^i^icini^^^ 
employers from any liability, that-.-tlfey 'may.^'inc^ 
through goofi faith reliance. on, regulatory erpre- . 
tations by \any adMnistrative, ageiicy^^^ Sg^ 1 think ' 
schools, for however Jong t&e;;^fepartment\<Jf 
. interpretations stcty in effect will !^be iprotejited 
from any liability* for any-thingithat' happens^^^^^^d^ 
that time. As' for the question of whetjier the'EEOC 
. is likely in the ftlture to change Labor Vs interpre- 
tation - I do get the impression that , ^s I said, ^ 
they are gun-shy as a result of what happened to 



them in the Gilbert case* If all' of yoii^a^ tiot<. 
familiar with general. . Electric,^ v.^-^^^^grt y^:]thek^ 
was the .pregnancy;!*^ disability case :;JB^ 
Supreme Court of the' United States^^id fll^st ±n \ 
these words, that the regulations (of ^^^^^ 
not worth the ,paper they are /^fitten onv'. in . a^^ 
situation^ where they had f lip^^^f Iqpp^ and )fl^st h^ 
behaved very badly. - As.*I indicat*e<f,'j^.^ased , 
. rhe wording of the. statute, . Jvf th^pk-^th^ 
CQuld be made that the coTifafibii^^ 
continue, and it/s not ihconcei^alSiie x 
, people viil come out .5ct):h^^^ re toj this 

effect. - ^t 16 months have passed; ^C^y^.v^ gotten ; 
^11 the domments .from** £he other ;igericiea;,i they/ 
are just &Jj:ti.ng /on * it , andi .1 ^o ; tM^iJ^^^ there *;is' 
^some 
foi 

' .Sive ^ ^ ..^^^^ .. 

but I vdo t;hink that the *'more."'Hw^^i^^^-]^^^ the /^^^ 7, ' 

' less like^Ly it is because . ^fae . fap1||m^^ will have > 

lost whatever impetus it had. ;L'o$hi^ aging . k 




advocates have forgotten about it. 

. Q: Your connnent about early retirement leads 
me- to mention: t^he . situation — at.\^y cs l c y ap^ — WeVve 
.had a .few of ^o at but standing prSffissors leave, and ' 
~f-ound— it— ^iave — earlyr^-^ret-l-remettt-— respeetai^ 
Isn't this ..what we should be trying to^o? 

7 Lfl: ^ P^riia^^ did.v.npt . address thi issue in. 
the context^ of "^myvcond'eriQ^^^^^^^^^^ the erosion of 

facuitgr sa;4tfries>vlIet'-^-me tr^ij^y; t link thjese two \ 
point s.^-'-.r^^^ I Xatrteti'ded conference 

on " faculty salaries and^ outside/ inccwfeffj- t 
conf^ence- was background for 'a Camegie-sponf 
.sUre^report that wfijl. •be.:-put soon,- calling -for 
greater^ regulatibn of the outside . activirties of 
-faculty members. One interesting concern expressed 

by faculty from the California - system, ..where" 
, faculty salaries have lagged very seriously,' is 
that some of their best colTea^ues are the^.^ones 
who are leaving. They are goingpVpff .to ' private 
.ihdustryi banks," corporations, and ' so' 6n^^' The lag "" 
• in faculty salaries is- causing the best * people toV 
leave, and ^.,.everybOdy is stiff ering as. a result..-.; 
Eaculty . members with ^-good alternatives in the'/' 
private sector are taking adyantage of frhem, given 
the change in relative earnings situat-ipns in ^ 
those two sectors plus the fact that you can earn 
more outside academe. To .the ^tent that you have 
this happening already and ndw in addition you 
dangle th^se early ,-rertdrement inducements in front 
of people, you 'maV give .them a double barrel . 
reason for leaving. Certainly, 'you may .give 
respectability to the piGOgrdm, . but you could end 
"•up helping to nudge some very good people to leave 
your institution. This is not , going to happen 
frequently .in the ' humanities , . but it^will certainly i 
occur in /the sciences y /engineering, the * prof es- 
siohaT/- *area.s. . As a result you may develop • 
imbalances in the quality of your faculty that 
could be. very serious. As I look at the I980's, 1% 
see this, as a major reason for, concern - th^ 



decline in the reali values of the, .^actilty salaries 
and .the decl-ine vi^s-a-rvis what people can earn in 
alternative, employments. This will not bcciir fox* 
=^eveiyone— tmte=i>e^^ or a third of the 

faculty who are in fields (?me re "they can transfer 
thel t skills-^ a nd-^sell^Aem— in^-tjie-~pr-iya4:€— seC4:oj^ 
Thus, attractive early retirement programs may be 
accelituating: another problem and a serious-one* 

. * Q: Early retirement plans are a gpod thiiig if 
the- person actually, retires, but not so good 'if he* 
goes on to anothe^r jbb. Could the early retirement' 
subsidy be stojpped i^; the person is employed? 

. 'LH: I^know double dippitig i^f pervasive and 
I'm not' siife that there's anyth;Lng that can be 
done to prevent it. -~ : . 

Q: 'But . don't you think thiis -is a waste of 
money? ' ' 

RS:. It's wasteful from one perspective; it's 
not from others. -So, I think that might depend a 
little bit upo^ owhen your early retirement.: pro- 
gram is going ^o be coming -into .effect. We're 
talking about" something that might >/be. coming in 
any time after age"^ 551 I think .you've got to 
integrate, in some fashion, -post retiriEment funds, 
so to speak, with special"^ subsidies, but this also 
I. th'ink bears .more on a point tha?t I made, a^little 
bit; earlier here: , if' you have your, existing 
program '"^^s .is, t^hich presumably , at Jeast at 
retirement^, i meets . your xetlrement income goals' at. 
age 65, and then are. forced to continue.. to maJce 
contributions beyond 65 or 70, then very clearly 
you'll be exceeding at retirement at least the 
goal . that you initially have established. In 
fact, to a large degree, even if, you don' f make 
contributions beyond normal*, rietirement, because of 
the interest* and mortality^ . factors, y6u will be 
exceed^Sng the goals that you had . set at normal 
retireirient. Now, when you are confronted ' With 



this; faculty ni^ber who^ not want to leave,, and 
:^ . .^you. are now trying to , provide some form of f Irian- 
oiaX Incjentlve -for. him ^"Ca leave • then "you^re going 
to have to meet not just the '^retirement income 
.goals . you initially established, '''hut something 

- Ijmich^ greater* After this is done a while; and yoxi- 

see' the kind of expense ^ you. are lopRiiig ,at, I 
i-^thiiik most institutions are going to 'find thpt 

• ^.they haviB t© cut the 'contributrioh that • they 

presently "fiave ' IE, >^ in: fact, " tney^ .are . meeting 
; •; eijcl sting targets.'; , ' • . 

/r; , \. Q- .-^If; vthe contribution rates are ' reduced, 
should this money Tje . retlime'd to thg> faculty 
• : • ,member now^ or - used to i'nsxire adequate "benefits; 
, after retirement? 

" '■' . 

RS:' I'm '^probably ^ going to 'be treading on a 
few other people's territoi^ in later talks, but I 
/ think coming back again- to-: this' basic focus and 
"' the fact thart' "we're looking at retirement income 

arid ^, seeing this terrific erosion after .retirement 
'i^v some thing going to.^have to be done* In one 
' 'sense, if /the Institution is miexely: meetings its 
. retirement and^ atmiuity rates based upon , today's 
"] ' value of money , and -* they . >r eal ly inean^ wha t .-they say 
in terms -of wanting to meet \^certain objectives i-' 
then they are going to have to back around an4 
.provide, some "form* of post / retirement indexl,ng, 

• * whether it be on a; pay-as-you-go basis or pre- 
* funded, which- can become terri^bly expensive if 

they wait too long. They are presently spending 
money that they could, otherwise use for that viery 
purpose. Conversely, there, is another way of 
doing .it, . and it woul-d be to look at the fact that 
maybe our Teal* rate > of interest has never been 
^much more thati,^ 3%, and that^ might even be 
• optimistic to some degree,' and to • look, then at the 
Income' tliat could be produced jby * buylrig. annuities 
from, TIAA at 3% . arid letting, this .excess . interest 
be lised to take .Jcare,. at least in part, pf the 
inflation problem . iiji^^ the future. ^ What you'll 



prp.bably- find rin most of your Itistltiitlons right ; 
now, though., If r .we ' look at this again *and do 
-projections to- see' i'f your contributi<ftL Wtes are 
meeting -., retirement income objectivesm^ on the, 
assumption that that accumulation would tyrn into . 
an ,^nnuity at. 3% V Interjest, theyM ;prpbably. be , 
-^^-l-li^ig-^ui-t^-TS^har-t^ : , ~ — r v ■ — =t-^ 



vv^ A: (from John Big^s and Tom . Edwards) • ;We*ll,^ 
-t^l^' about thi,s tomorrow. • 
, y^'r^^ . ■ ' . f 

"•Q: You> did nojt addres$v: perteps^ 
the qaestifbn of alternatives to/ tenure. " 

■ ■ ^ ^ :. ^'""^ ..■ 1 

LF: [' f(o\^ ' it/ not'*- deliberate. : I hadn't 

really considered that as . a .poistsibility.'- ^Having 
just ^rfead . d draft of . a . paper that so<&eon"e did on 
tenure', I ^was impressed "with how firmly it^ is 
^. entrenched : in higher education. Clearly^ however, 
1^ there are' alternatives that perhaps should be. 
^ explored more fully. . ' . 7^ * ^ ^ • 

Q: when Boston University ^ ^Presid.<gpt John 
.;Sil.ber suggested developing alternatives to tenure. ^ 
-he " got shot down. Ifenure is a well established 
apprentice and xeview sys tern. I ' have questions 
about how to make early retirement plans fair and 
targeted, perhaps linked to the median salary, and 
how, to develop phased retirement plans to ' meet;-, 
individual needs. 

LH^ As I understand- the age .discriminatioii 
amendments," it is ok to mandatorily retire someone, 
but not "to offer them partial retirement. ? 

. . . 'V^v-^ ■[:■;/. - 

.'LF: I think that what you're saying is. an 
' acdurate description of the state of affairs while -..r; 
the ' exemption is In effect, the reasOh being the 
ADEA prohibits .discrimination of any kind in any"*-. 
" teVms and conditions of employment with a narrow 

exemption card dealt that ♦says to colleges and ' 
. universities: you may require . retirement ; you may 



continue to require xetfrem .age.'65^ ■ but .by 

implication you may 'riot do/'/'a^ else tHatv ■ 

would be dlscimi-natbry on ^ the biasife;: of age. ^t ' s, ^ 
a strange result - I .admit. , It's as' if- saying, ' 
• well, you can have capital punishment and execute 
,these * people, V but ; you" can't inflict, ay lesser >. 
penal ty 't ipon them !.- . ( That 'sv reasonin g by analogy; ■ . 
I don' t mean to s^ that retirCTent .is execution) _ 

"^' Q: What, about offeT^^ng partial retirement? 

v,^. - LF: .You may.offer it; you can not^ require it. ' 

. > Q: - Can,, you retire someone, t.hen 'rehire hiA 

- part-^tlmej -"-^^r.'/ , '^-^ .. ^ / ■ • ^ 

" "' '' ' *■ " ■'■■c^- ' .,. ' . - :• ■■ ' . ^ - 

^ LF: Well, I think that you wpuldv- have a ^ 

■ problem convincing a court that you .did in fact ' 
retire him... What is the /^differences betwe&n 
, ^retiring someone and hiring' them back on ^ < 
different- basis" and * shifting ^ their terms- and 
conditions of employment? Well; you can say , maybe, * 

'we'll .have one day or one Week' or : one month., in ^ 
between the Xvio in* , which this ^ person . i s no t 
affiliated with the; .college'. ^ Then you say, well 
how' long\ does that -ha-^e. t^ to make it crear!,^; 

- there really is afivS^eye^rair^ rea;Lly 
have. diA^orced yourself V from . t^is.-. person ^md then >y / 
brought him or her -^Wck; rathei^^ jiist changing ^' 
the terms and conditions of ^ , employment , which you 
canVt do on the basis' of ^age? Many peiople thought . 
when :^ this law was first enacted of Various eon- 
figurations/: just as you describe, ; and I don't . * 
think any<ftie has had the courage to.* try it; it's 
just top risky leg^ally. 

Q : Given all the .f^roblems with determining 
the amount and period^ -^Q^^^ to our 

vretirement;.v plans^ how V^loiig '"can w^»%'o on, with 
defined fenef it ^ 

RS: Well, you said defined benefit plans. By 
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and r laTge"; faculty are covered, private, 

faculty anyway, 'are covered under defined 
contributi'bn.r plansi-j;.- ' rRight .. now ; there's a 
^esideitt's ' Cbrimiissi'On, .ae. you nay know, on 
'-retirement. j>olicy, and they're /looking at the 
problems' you .are haying^ vit;.h income security via 
n est i n g ." .^-O ut s ide, of the 3LC^,dem±t~4^i^'6^ 
corporate" world," you "typically -have - ten', years 
required; ' to be v vested .in • a pension, which is 
typically .kVdefin^d^ benefit . plan. Now,, they are 
^talking about -reducing the. itime p^ribd-^' Required to 
. becomie'- vested so that if a person moves around, 
when., they finally 'retire, they ' ve - got' their f utl 
pension. But what .they are, of course, ifindiiiig, 
which . thfey didn't: realizfe, before:, is that because 
of ;'. the way defined benefit plans work,., if 
indiyiduals : moVe ar:oinid ..three or , four times in 
their caxeerr, witli 8: or 9%- inflation rat^s, 
pensions from tho.se. earlier -pejiods .-.are based upon' 
salaries Jtet: were sd-niuch lower than what they, 
are earning when ^ . they .finally, retire that it 
doesn't .'really^' matter if ^^they are vested' or not 
because they are vers ted In practically^ nothing. 
People are *r^lizing, . inay'b4' -f or the first time ^vrr^ 
I knbw TIAA will ""-'like rthis ' because they'y^ tr^fen 
adyertising it all;- along :,- — that . defined 
contribution plans are the answer; v that if you are 
now sitting, .do.wn^ to try ' to ■ address this ^ problem 
-for the first time with a white -sheet. 'of paper and 
saying you want to be sure to "- allow mobility .in 
the work " force, y^you probably would » take ?X of 
compensation aud say bne'"piece '.6f ttisit^ is gaing.:: to . 
go into some form., of deferred income which- he can 
tap wheff he ultimately retires but \ can't get at 
sooner. And tlje. -problem is we're not working with 
a white sheet of paper, and to now go back^ and 
stajdte; from vscrafchj^ if we go to 'a, defined 
contribution plan for the future for everyone,.:; 
will take . years ! and ; .yM to come out the; way Ve 
want because so many pfetiple are eloise tbv retire- 
ment. .1 think .'clearly you are going'* ;t:o .s6e 
continuation of ;*def ined.. contiributibii >'pJLans . iand 



probably start "seeing more of them in the corporate 
wprld*;. Rut - at: tbei j5 thfttk that if we 

iare going to move to age , 70 iu some,.f orin, ^and more 
and more " people are ^ g ito >w>rlc , till :^ge 70, yo^ 
are going '¥o" see i'some form of defined ien^fit^ 
supplement, , botretVer- you might couch .it.^ I. donH 
-see — a— way-^rpuiid— itrr-^f-ranfcly^^^ ' 
lot 6f cbrporations r ' they're fairly fortuante 
right now - can freeze benefits at age* 65 for the 
rank and file ^althqugb. they , can wrkrr till., ^^i" 
They are also f bttuiiate becau3ie "these people don't 
Vseem^ to like their' jobs ds much as facult^j: members," 
s6./it's a little easier to'* get them otit. What 
they're doing .ii^a lot of '<^cases - is counseli-ng the 
' typital employee who might.^ eaTO>%^25 >P00 ovt $30', OOO , r 
tTie salary of ..a ^'f adul±i^-,membej:7,^ 
yob can wbrk until 7i(),Vbut >underst^ implica- 
tions of your workings ' Ntrinber-'biie; you're fore-, 
going: Social- Security, which, although you^ll^^get^^ 
a little bit - la'rger benefit if ydtr. defer, it's not 
nearly a^s much as its actuarial equivalent, so 
you^re- looking .at essentially one-third of your 
income from *Social Security. Xou're not getting 
your p^tisi6iiV;ati:al0V which* is goiLt^ tO: be frozen, 
so presumably the institution's able to take that 
money and., feed, rit into salary. ^ You . can turn 
aroxind then . and tell .^the ; individtiai that I hope 
you., like your wprfc -because you're, essentially 
working for , one-third pay- Now, what's happening 
there-;i^ itls ;gettlrig^/ these . p<Mple;:Xo> ret'ire,^^- a^ 
because of ..the earnings tfest tinder Social Security 
jj/hicljr .is going up to ..$6,000 very soon, theyf^are 
able to- bring these people; back on a part-time 
basis, maybe utilizing them very well* • Although 
as Sn actuary I can't get into the other issues^ of , 
how impbrtant it is for people' to Work after 
retirement,, thfey are fusing them one or two. day s^ a 
week, tafefng t'jEuH vaitie 6f - the ' Social Security 
setup the' way it is right "now^^iand at the same 
time allowing them to tap into their pensions. If 
you - have some, form of defined benefit superimposed, 
over your existing defined contribution: plEh,/-y6u- 



can accomplish. '^the same thing on a partctime 
teaching^ basis;; althoiigh,;! don't faaow whit might 
happen if , thej V then' c'an. go ''td^ ^cimeyaf ter 

; they've. 'teen working -^ne yeax *at./T>ai:t ' time^. / I do ^ 
see ttiatV this cbuld be something : that > probably 
could ' be Utilized within /colleges and ' universities ' ' 
as well as, corporatipnsi' 

' Qr There's , the possibilfty ^of raising 'the^^^^ 
for Social .Security benef its to 67, '6fr:.oi^^ ^ , 

. RS; You m'ean age, at;.. en tiy "or "normal retareneiit ^- 
' N age dlf Sacral 'Si^Gu v - " *• 

Q: Normal -retirement ag^i , ^--- . 't - 

■ ■ Y- ' * . ... 

RS: • yes/ .;ttut Jtheir problem Xs long term 
funding -r. that^'s gett^ipg into ax^ entirely different 
issue. It does looTc like prie of the prospects tirill 
bev some form of ^pbstpobed retirement, but maybe not 
. to take effect until some distance-' into the future, 
in the year 2000 or so. For the next ten or so 
years you'll continue; to ^^li^tajLn .ngfrmg.l^y retirement^' 
to. d^. :■: 

Q: This whole situation may be helped somewhat 
as there will be fewer new Ph.D.s coming along due 
to demographic, factors. \a1so:>- ihstitut'ioiis * may 
■ stop hiring peopl^^atc the full professor level or 
try things like ^ jb^^' sharing;; or awarding research- 
tenure VsV teaching tenure. ' ' f/^''' Vv- 

^ ; V ,. ^ .-. 

V"^ Q- .'Tf you hi-re a husband and . wife 'with one' 
salary^ one, set, of benefits,* whait do/ they do with 
' their free time? , ' , V " ^ 

"' A: (from audience) Woxk-reseafch-babysi&! 

LH: Changes in,, the supply of new .Ph.D's ai;e 
interesting. Allan Cartter's projections in his 
.'1976 book and - several earlier papers, indicated 
that; Ph.D. *^producti would continue rising ~. 



foreverl If you examine the .Nat.ipnai il^earcHi^^ 
■ Council's anntial summary report on Ph»l)^*s graiite^^ 
^you'll see the number of Ph.D. 's increasing 'draxba-r> 

• tically for a number of years, hitting, a peak in 
ji974.y Since then Ph^R«; v .prodUd ^ has . remained 

consftant ot fallW ; slightly j.. .'nd.s^.y. reffects" a 
rrf^nif»tid mis rp Rponse^? to m arket: conditions and 
perhaps to other forces as well. Of course the^ 
number of -Ph.D.'s grantned, -cannot drop to zero, 
because Ph.D. . students are an. essential^ input '' to ' 
..teaching and research, especially at big xiniversi- 
-ties. If the ruumber. of economics. graduate Students, 
went to zero at" Wisconsin, -we'd be in peril; I 
don' t ki^ow^ what ^we^M do. This is not a 'problem at 
f our year colleges, . bu^ it certainl^;^ is at uniyerT^ 
sities. 't.There'^ are v also differential'- 'resppnse^^^^^ 
tte differelnt* fields. .Physics h^s had a* very rapid 
drop off; education may still be rising sTightly.,^ 
S o you f i nd . ve ry d i f f e ren^ pa 1 1 ^ ms * ^ c ross-ydl s c i-^^ 
plines in part, chian^ing-' market condi- 

tions and,' in part, ^ other :f orces^ that; I*m not 

* really sure we under stand>.7*^yll-dqii* t: believe ■ that 
you will ever get a big efioi^h ' response to choke 
off supply . sp^, the • market^^^^^^-i^^ salary 
increases of\; the kind wa might*. »pbserye in other 
occupations.::- *M did happen,*:, we might be in 
an «ven wbr6ie. situation'. Let tie* take up your other 
point, about -/hiring full professors. Harvard 
replaces a ru 11 pfofessor who dies or retires with 
another, star from somewhereN :else, . and that 
institution in turn hires someone from another 
institution, and that process : *fepntinues on down 
the - line, and eventually another assistant 
professor is hired . \3pmewhere'. While an 
institutionV^may change /it's faculty age and rank 
structure somewhat by virtue of hiring a senior 
person rather tha^ a new Ph.D., for the academic 

isector as a whole^ nothing much will , happen. . 

■ . ' • ... 

Q: ' The question is, still remains, what do we 
now want, and what should we be ^oing/ f or the^^ 
JEuture? ..■.-:v->: .-'' ' V . -Ki:^ ' ' . 'V-v 



LH: Well, it/s , not^v^a quest^^^^ 
;wi^^^ we ^s^x^i.^ /As^ i recalll ypii had indivictuals 
coming. -in aud te05t>l3Eying**"betor6^^^C^ and I'm 

siare that people like ^Bill Bowen and^^^^^ Kemeny 
offered advice • ' As I;" understand;, it, Congressmen 
didn't know . anything abcHit this =matt ^they 
simply didn't faibv 'what Xo do* They were eventu- 
al l y persu aded th kt^3-4:^ey— s^ 

ha^stily., . They^^ decided' to ' have' the question 
studied and to 3elay final action. Now they will 
want to see what comes out and then decide. That's 
one issue. ' The other; . one is . this: Irrespective 
vOf whatn tlje be doing- 

to .help*^ ach^evfe what we want whether based bnr*5fies 
study f indings^or . other ^ ideas - of ■ f a'c^^ .aria - 

institutions? Already thltigs have '^cTianged because - 
maxi^\^^i£4^J^ a^e to 

7pV I "sah: 'now trying to d'f^^st all' the - state anJ 
legislative -changes, most of which hav^ /fol lowed 
the federal legislation. .So- if you ^ want to go 
.back to the .pre-1978 situation, then yoi^.'ve got 
fifty states to work. Thls> will be difficult if 
not impossible to handle. All you can hope for is 
that a persuasive case can be made the federal 
level that may lead the states to behave in t^ie 
same way. It is important now to think ahead and?!! 
try to fi^gure.' out what you want rather than wait*- * 
Ing, as .happene^d in. 1977-78, until the horse' was 
out bf the V barn and then trying to, move quickly to 
affect' the legislation. ^ ' r-? 

Q: In terms of "^^ERISA, what ckti be done to get . 
rid of someone who won't retire? - f 

' LF: . I think it would |)e gross incQtopetence ojx 
my part, to answer any questions ^ about ERliSA. It' • 
Is a many-headed monster tiiat ptily people who spend: 
their livens: on ;lt- C^ credil)iy . cdme^ 

Q: ..Well, can you make payoff s'^iof a couple of 
years^ s^alary if that^js .what It^itakes? ^ 



_ LF: " Well, a ^tenure contract - is • a .coiitract 
\ ' ^ like ^ any : other\ ' and * thef- terms of it can always be 
reivised by ^^nuitual agreement, jhat^s true, of ^ any 
' contraetjj^Xso If the other parties, werei willing, 
then you'd rewrite it to your .jspeclficatlons 
whatever dollar amount you wanted tQjfl|||g^:on it* 
Thef^ danger^ would* he or sh^lHH^ .claim 




can alwaya.^be the case. 

"^X'V' Q: -What aire tlie tax consequences, of contrib-^ - 
uting such/a lump sum to TIAA/CREF? ' / 

RSt. _ W^ll, :cleariy there are exclusion, allow- 
ance limits to 'how. much you can puf into TIAA or 
CREF. There .. are ways^v in which.* after a., person 3 
actually *4ls^PP^^T"s from the institution /and no 
longer- has a salary, that you can continue to put 
funds in, TIAA and CRElF but typically it would not 
be up to one or two times pay, : so probably the way 
you'd do that would be to give them- some sort <>f 
compensation and enable': their -TIAA/CREF benefits ^ 
.to giirow to that , level that you 'd^otherwise want to 
get. So yoii get there in a different wa^ but you 
get there .In a much more tax efficient basis. So 
in other words, instead of just, dumping a I'ot of 
^noney into TIAA and CREB;, running amok with 'the 
exclusion allowance and creating tax problems for 
the individual to allow them to . live on a reason^ 
able retirement income, you dietemine hoW: long/^^ 
will take .for.; tha:t TIAA/€REF to' iaccuim "to the - 
level that youyjj^ant . to. pay Him and then in the 
iijiterim you* pay^him some *sqr.t of bridge. ^ ^ ' 

Qx- Iv have V one question that ^-really co*bies to * 
J)X^ Harisen-and tO/ anyone else^who mi^ht know: I*^*- 
am really worried* about the fact that ^notie .of us^% 
has been looking very hard ahead at the pr9blem>/,of * . 
possibly having total -"uncappiiig. J I'm wondering if • 
anyone, knows ' if .there's anyone responsible .«lf<)r 
•doing a study or thinking about '*doing' a study 
about the "Subject? 
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^With the^; tot^^ uncapping, » would ^^^'^ 
faced Vith^ a sftuation"^- as ^now exists .in . sbine ^ 
states ;i with the no-mandatory : retiremen^^^ age , 
afiowed. We would* then have' people with contracts , 
..^Vithout an > end date,, known as - tenure, and no > 
. possibility of havitig a mandatory retirements^ age . 
" at alii-'- ' .;V- ■ ' ■ ": ' ■ ^, ^ 

LH: The difficulty^ with trying t<^^ answer the . 
question is that. . there, are almost no^ institutions 
-thai: do not have some ^ultimate mandatory retire-' 
nrent age^ This makes it dif f.ic'ult -^tb 
experience of schools with no cap . ' For this 
reason, * there is n6 way tfb ^ project what might 
happen - at institutions after they' -are uncappfid. 
This is something that we will try to address in 
our report, but I . don*t believe 'we can do it. very ' 
effectively. Perhaps .we can phly write a^xipuple , 
of sentences on the* matt-e'r. Yet.tthis is'^a yery - 
/importatnt i^uestion that We should be -^Jtyying to 
:-f5.gure out hqw to analyze. If the c:5]|iv4$. taken . 
off / all of you. are going to have. to. 'wot*' a lot , 
harderi afraid, iti; doing whatever you^re . ' , 

trying tp>do to encourage : early retirement or jtb 
deal wit6'- people vho plan to continue but who 
should be" retiring. ' . - c 

• . ■.* ■ ■ '■' ■ *" ; ■■ ' 

Q: It might l>e of some use- to . look at ; the 
- exper^nce of the . federals government, ""V where ; there- 
has be^ no mandatory retirement age fqx^ several • 
years. 7:' ' ^" - '"'^ ■ ' 

. * Historically , . we gotV- :'th6- mandatory - 

retirement age in the • .1920*s be the.- federal • 

'agencies felt, that if they didn* t. put one on they 7 
couldn^t ever get anybody 6.ut^'^> .*^ ^ 

L'H: Yes, but the extent to which you can 
generalize from the federal expierience . is uriq^lear. 
-Arid '^its/expei^ience is not Ipng; enough. Yet we arie 
going to have- to consider it as best we can. a 



ERIC 



■V;: •> .s^'S ..- . • "... . • «- • ■■ ..T • ^ - ..ii, . ■ ^ • 



X. A- 



A: <from audience) Well, the uncapping compar- 
ison can only b^;^;carriiBd r so 'far, because the" 
f'ederal pension system Is In&xed. x- 



; LH: Exciept that most public inst!!iutions have — 
def ine^d tenefit prb^rams which are . "the highestr 
thre^e years':" multiplied by the ^yeys of serviceV 
times X, ,and so in that^'^sense ve j^ i ght have couut- 

^terparts ^o the federal system, but y without ^ the^ . 

• .indexing. . '^^L' ' >■ -Vv ' 
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Retirement and Inflation 
' The Problem, Qualifications, and 
Some Modest Proposals for Change 

/ ■ John H» Biggs 

Mr. Biggs, a graduate of Harvard^ is now a Vice 



Chancellor at Washington University.^ 'Prio'f^tD his 
univjBrsity career, he served for many years as an 
actuary- and then as a .senior manager with the 
General American Life Insuratice Company of St.^ 
Louis. < "^1, • 

****** - 



. Thank you. J, suppose all of you have' noticed 
by now that we're having this meeting at the corner 
of Benefit and Benevolent Strieets, which is a great 
place for --this kind * of mee,ting; ' You're also* 
getting a heavy dosage of actuaries at this 
^jaeet^ing , porbably heavier than you have ever had 
':dnvyour ^previous career or ever will want to have 
again. Bob Link, ; whoy ^wti^ be cx>m on this: 

•session, '>is an actuary, f am an actuary, and Russ V 
Soythworth, who spoke- yesterday, is another. One 
o4 the things actuaries like to . dp Isit tell jokes 
about actuaries and we don't get aF^hance to da it • 
''^of ten , because most a^ctuarlal audiences have;' heard ^r^. 
ail of them. Hence this- is an opportunity that we* ; 
can't miss. I *have two short . ones, which, will ' 
help define for you what ^we are. The. fi^ist 
• diefinition is, simply that an actuary is a per^oh-g..- 
•who wanted to become an accountant but didn't have ""' 
the pefsorrality fSr it. The second was .jfouhd in a 
very scientific way. Somebody declde.d to do a 
study of. what people thought actuaries were,;\,.so . 
they put people out o*n street corners asking 
passers-by what they thought an actuary was.* And 
one solemn citizen said, "Well, it must be a place 
wliere you bury dead ^actoirs.^" Having imposed" bii 



you with those' helpful definitions, let me move to 
our cheerful subject of inflation and retirement* 

Most. Americans today believe there- is a high 
probability of double-digit inflation for the 
almost indefinite future. This i& reflected most 
clearly in the financial markets where long-t-erm 
bonds nb : longer can be sold Vithput a roughly 10% 
"^"•^nfTation premium" . * In tlie~pas t"i ^most Amierican 
finaiifeial people have been^ unwilling to use such a 
doomsday prospect in doing financial planning for 
themselves. or for their institutions. The evidence 
accumulates, however, that a double digity^'tuflation 
rate is' with tis arid that we need to at least think 
through the implications of such an experience. 
Accordingly, I plan t;o present the implications of 
an indefinitely continuing 10% inflation rate — 
that ia -the problem, then some mitig^ting/circum- 
stances^,' ' and finally several proposals to defend 
against *the effect is of such ah inflation. What 
would a 10% permanent** rate o:E^ inflation mean to ^^a 
faculty, member in hisr- mid-sixties contemplating 
the possibility of retirement? What actions . can 
be taken by those of us responsible for the 
retirement systems of higher education? These two 
questions are andther way of writing the abstract 
for this paper. >f 

The Problem . 

For the purpose ,of illustration, let us- 
consider a .65 year-old prof essor earning, t35>,000 a 
^ear with a current . TIAA-CREF accumulatiori - of 
$100,000. From my review of the ; CQFHEssMterials 
and the detail of our own^-f acuity situati^iv this 
a fairly .typical result in 1980 Jor a career 
Arts and Sciences T)rofessor. - We will also^ assume 
his -university ; had 'the ^gcroS sense .to, 'stay in th^ 
Social .Security system and he did " not^^opr 
personally. As the subsequent analysiS-^-wMi show, 
the difficulty of the questions -we have' asked 
focuses on approxtmateiy this sa.la.ry level ~ with 
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somewhat easier , solutions * -for lower or higher 
salaried indiyiduals. - ' , ; 

Under/k present TIAA^-CREF procedures, this 
profesjsor (assumed male but, soon to be unisexe^d} 
could' begin drawing in^ 1980 an, income -'of . il2, 300' 

. from TIAA or $8,200' from CREF. Intermediate 
figures can easily be interpolated for various 

. tract ionai allocations between TLSa and CKtii? . T" 
have assumed a /'straight life annuity^" — ' i-e. , 
there is ho continuation to spouse or -berief iciary 
after death. In actual'^f act, many faculty elect a 
joitit annuity, providing benefits for as long as 
either the faculty member or spouse survives — 
which makes the p^ipd of conceVn after retirement 

/.significantly longer. Also, I want to come h^ck 

. to , tfie diff erence in the initial payments' between 
TIAA and CREF. ' V - \ 

\ ■ "f '"C ■ ' ' • "■ . " 

Now >f or the bleak pictur^. At 10% inflation,' 
this income steadily and rapidl}^ declines, in real 
value as follows:' 



Year^ 


rr^fessor 


. Purchasing 
Power Rela- 
tive to 1980 


Income 
"in 1980 - 
Dollars 


% of 

Retirees 

Surviving 


1980 


,65, 


100% 


$12,300 


100% 


1985 


■ ■ 7(> 


62 


7,600 


91 ■ 


* 1990 


75 


39 - 


4,700 


.79 - 


1995 


. ,80 •. 


24 


2,900 


63 


•'-zooo 


85 


15 


1,800 


. 43 


2005 


• 90 ■ 




1,100 


; 24 


•2010 


95 ^• 




700 


' 8 



, Accordingly, if • our prof essoE. opts f orx a 
- fixed income -under' TIAA, his real income will be 
_!seriously reduced in just five years, cut to 39% 
in ten years,. ^^d virtually eliminated in twenty • 
/Since a sigtft§«;ant percentage live to age 85, it 
seems that Qur entire private pensioii sys^:em is, 
seriously flawed. Our sacrifices \in income prior 
to ^retirement in order to provide a future 



retirement income end up producing a sort of 
declining transition income from retirement until 
ten to fifteen years later when .all the retiree 
has is Social Security income. 

... The problenh . is not « one for just ia few 
unusual . pebple who happen to live to a ripe old 
age.*. Using the mortality t^able underlying current 
^HAA-CREP-TxetlTCTen following 
percentages' survive to „the.;^ages shown: 





Piercent 


Percent 


Percent Where 




Hales 


Females 


Either or Both 


Age 


Surviving 


Survivltig 


Survive . 


65 


100% 


" 100% 


lt)0% 


79 


-91 


95 


' j99 


; 75 


79 


89 


98 ..: 


80^- 


63 


- - 78 


92 Jhiy. 


85 


43: 


i6jL ■ 


78 y 


90 .. 


24 


39 


53 


95 


8 / 


17 


24' 



• : > . , Since most . TIAA annuities are joint ^ 

annuities involving a faculty member and spouse, 
the third column is the most important one. In 
only 8% of the families have both died .before age 
80 when, under 10% inflation, the TIAA benefit has 

^^^_^een knocked dbvm by rov^ 75% in real purchasing 
power. Note ttie - sitrprisiiig. result that one in 
four families will still be relying on TIAA-CREP 
income at age 95, — thirty years after retirement. 

Thinking about this simple illustration 
may give all of. us pause; fundamental questiohs 
^re raised: why try to save anything at all? and 
if other Americans think the same .way, where will, 
needed capita^^ for business and. housing come from? 
This? line^rljf - reasoning supports^ the following 
insidious syl Ibgism : (1 ) * government wi 11 continue 
to caiis'e inflation; (.2) Social Security is. indexed 
but priyate employers cannot • afford indexing; (S*) 
the government must prevent even implicit "fraud** 



* and over-promising -by employers; (5) Vaccordingly, 
private pensions must be outlawed; and (5) all 
pensions must be provided by Social Security^. . ^->' 
This argxnnent has been forcefully .presented by V^'' , 

* several : ecfpaiomists to the current President 's 
Commission -on. Pensions. But we should not wander 
from the- practical things we and our institutions 
'can do. * / . ^ 

Qualifications . 

What lightens this doomsday picture? ' 

* " 1. Inde^^ed Social Security Benefits. 

. The mo^s^^^^ mitigating fact ii&'"'tliat. 

our prof essor^wiil , also^ be entitled to' annual 
Social Security ' benefits of $7,800 in 1980, (plus ^ 
an additional $3,900 if his wife is 65 ye^rs.;. 
old). Under the^ current sta]tute, < these benefits 
are indexed and tinder continuing 10% inflation, 
would rise bjr 10% a year.. Consequently, our. 
r professor's revised' nominal and real' incomes would 
be:. 











1980- 


Percent 








Tncome 


Dollars 


of" 


Year^ 




Social 


in Total 


or Real 


Initial 


TIAA 


Security 


-Dollars: 


Income 


Amount 


1980 • 


fcL2,300 


$. 7,800 . 


$20,100^' 


$20,100.: 


lOOX 


1985 


12,300 


12,600 


24,900 .' 


15,500 


77% 


1990 


12, 300 


20, 200 


32,500 ■ 


12,500. 


62% 


1995; 


.■12,300 


32,600 " 


-44 ,"900 


10,700 


53% 


2000 


12,300 


5^,500 


64,800 


9,700. 


48% 


2005 


12,300 


84,500 


96,800 


8,900 


44% 


2010 


12,300 


136,100 


148,400 


8,500 


42% 



We should also remember that under current law. 
Social Security benefits are not taxed so that the 
' after-tax real ' income of our professor will be 
reduced, somewhat less, than the table . shows. 



^^.TAlso, if the professor has a spouse^^there ate 
additional Social Security v^lfenefi she 
lives. 

2. CKEF ; ■ - • ' 

.'One ' of the most . significant financiaX 
innovations — in the insurance; banking, y'-- or 
TlnvestmentT^Tidustri-es-^^- — in the— last thirty yeaxs- 
was the variable annuity-, and: T-IAA-CRfiE can be 
proud to have been the pioneer iti the early 1950's 
development. Trivate life insurers did not begin 
offering such annuities until the late-.1960's. ; I 
was"' personalXy. .-Involved: itf ^ the pi?bduct.. design f<it 
one company at ^ that time, and, like all other 
actuaries; my ' f irst step was. to read the "classic 
1954 paper by Robert Duncan, who /at, that time was 
the TIAA actuary, and who^ .worked*" through, the 'theory 
of equity based annuities and the practical., insti- 
tutional ^application of tKat theory*. 

Yet, we all know the disillusionment of . the 
last decade with common stocks as a ;hedge a^fnst- 
inflation.^. But our projection here is. for a 
prof es;w)r.^ hot over just ten years, but * over twenty 
^nd thirty. -Even with the':>declines of .t1ievl970^s, ^ 
stocks have produced better real returns over 
twenty and thirty years and do ha-ye a g<^od chance 
of substantially off-setting inflation. If stdcks 
did give a real return of 4%' over the professor* s 
lifetime or approximately .14% nominal return if 
itilation is 10% — and 'there are some good reasons 
to I5elieve they will — ^ then the CREF income would 
rise 10% a . year; and bur professor would come out: 
even against inflation (except for .income taxes). 
In fact, a 90-year old today who retired in. 1955 
at age 65, would have done extraordinarily well 
under CREF in spite of .past inflation. 

' 1 should V^explain briefly my exception on 
federal income taxes. My projections in this 
paper abstract from any possible changes in the 
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t income tax structure — Including possible future 
^•taxation of Social Security and possible indexing 
-of tax brackets. I'll point o^it at each time the 
rough implications of taxes bjut projection^ of what' 
Congr^^s'^. . might do is evenci more* chancy than pro jec- 
ting inf iait ion .rates. ' ,r - . 

In any* event, a retiree today with half , his 
i-n come from CREF and' half fro m TIAA n eed not- -look 
at Table I' s bleak "certainty". He has a realis- 
tic;- probability of preserving much of his income.* 
Unfortunately the . word "probability** must be used 
and retirees are in .the 'weakest 'position tbftake 
chance. ^ , . • ' < 

x^;3. Other Assets - 

It seems fair to.., assume . that most 65' year-old 
professors ■ will own their own homes and will be 
close to the^ end .rof their mortgage^ schedules. 
Accordingly, fo"^ ^ major item in his budget he. is. 
rjBlatively protected f rom^'/iyiflatibn -- at least as' 
to the capital costs 6f the" house. Utilities and 
maintenance will run up with inflation. If at a 
lat^ age an apartment is preferred or, in the 
case of bad health, a nursing home, the appr.eciar 
tion ciue to inflation of the house will prpvl'deVa: 
significant capital source. 

For those with higher incomes than our examplfe, 
there may well be still other assets-- a summer, 
home, an investment portfjblio, and probably some 
life insurance cash values. Thos^^with lower 
incomes will . have a larger proport^stn* of ' their, 
income provided by Social Security. 

Of course there are counter e'xamples ~ there 
are 65 year-old. faculty who are still confronted 
with costs of aging parents and some with college 
tuition bills for their children. 

:^ 4. Medicare j 
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.* . -r^Ariother^ ^^.1^ item in the family's budget iV. - 
vijrttj^'il^^^ to those over* - 65 -~ 

heaitrR care. At' current prices it would cdst more 
than $2,000. a year for an individual to buy the 
health "benefits provided" by^ Me^care. And, of 
course, as prices rise;-"tTie Social Security system 
automatically improves the value of these benefits 
— ^ except, for the small supplementary premium and 

^the hospital deductible. - 

i 

5. CPI Overstatement _ \. 

Our barometer for inflation^ has- recently come 
under a lot of .deserved criticism. Clearly . tt. is 
not" a good measure for cost of retired professors* 
living standards. Although it may not. include 
enough for books, vine, and travel, it includes 
way too much for bousing, probably ^f or automobiles , 
and gasoline. Af ter - retirement ,': commuting costs 
'are reducerd and, hopefully, "tKefe Is. less need for 
station wagons to provide children with' taxi 
service. Quality changes are badly handled in .the 
CPI and. the ;measured. market v^basket does I nojt/ 
include the benefit of ^government regulation. .. * 

The overstatement should not be "overstated," 
but it is probably 'worth 2% to 3% out of the 
recent I970*s rates of incr&ase. ^ i ' . 

'Given the above qualifications, the situation- 
facing retirees .is^ not quite so bleak, and there • 
are ^strategies, and options (particularly CHEF.) , 
that -may help a good deal. We are '«t ill , left witfr 
; a nagfeing^ uneasiness- thHt univer as employers- 

-have further - obligations. And' I*m - sure-* 'TIAA 
^off icers are acutely ' omcomf ortable when ' they 
-consider the implications of this scenario . for ^ 
TIAA. 



^ - What Can or Should Ke^Do? ^ . 

■ ' ■': :■ ■ 

Fir^t, off., a point about financing So<;ial' 



Security costs should be made. The rapidly rising- 
income : benefits . and l/Medicare costs for .retirees' 
from universities will be paid for by someone and 
that someone turns out to be universities 
themselves. Next -year we have a healthy 24% tax 
.increase for anyone earning iover ,30,000. In large 
part that ;Ni7iir be used to pay for the 14% increase 

" in benef itk to retirees that was awarded this last 
July 1st. Similar increases will be imposfe'd. in 

— t^he— fut^r^^^^-4iapef-ul-ly-^ot— a^— t^e— 2 . - level—" 
and, of course, universities- *as employers will 
Ekve to pay half the cost and employees the ' other 
half. \ In short, when-;.our . professor retires our 
government has already mandat^ed that we will pay 
f or ,his*:;;indexed Social^Security benefits.' 

Can TIAA type pensions be indexed or^^defined 
benefit private- pensions be indexed? The critics 
of private fixed annuitrles say - they cannot and., 
therefore seek government solutions. Let >us n6,£ 
tod hajstily . reject' this itiea ' of indexing' — ^in 
fact, the key 'proposal I .want' to make in a few 
minut6!.s Is-that there ;ts a: form of. "capYtar markets 
Indexing" . of "modified ^ind'exing" that is. clearly, 
feasible. ' ' ^ : ■ 

Let me set -ou^t the argument that, at first 
^bliish, s.eems to condemn the "idea of indexing 
private fixed annuities.' Another way of looking 
at ,pur example of the typisj^l ^^^HE Arts and 
Sciences professor is that we wanf to provide an 
initial income at age 65 of $12,300 and the cost 
to do so is $100,000. What additional cost would 
It take to -.buy him an^ incrjpasing : income, that 
starts at^$12,300 and goes- up .10% a year there- 
after- U^ng the present TIAA prices ~ reflected 
in their^mortality, . interest and expense assump- 
tions ~ the extra cost is $134,000 for a total of 
$234,000. One can quickly trace out the implica- 
tions for universities in/ such an addition to 
costs. In fact, the result is really not a way to 
index real income because of the terrific increase 
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in federal income taxes that, would eventually"' 
evolve. " * 

. .But we shouldn't stop. here. The price for 
$12,300 in retirement income has dropped dramatl-;^ 
cally in the last two decades. Interest rates^-- 
used by insurance companies to' calculate single 
"premium annuities have- gone .from 5% in 1960 to 12% 
or : 13% today ./^i^Although people live longer, this 

iange in — imferest — tates — dwarfs- — ^^ttet— ef^f^t--— 
Surely^ in defined benefit pensions some of that 
savings might be used to provide a form of indexing,^ 
~ perhaps not^CPI indexing .but at least ^)rovidlng^ 
for current retirees . the same' xeal costs that were 
spent '^n past 'retirees. This is complex and not 
Z^/.J ^^^jsely . rgle\yant to TIAA, since TIAA is a money 
fcliase plan. I come shortly to .my proposal for 
Ipt might be indexed'. 

comparniesV employers, and economists 
^ivi-ng MHuch* more thought to indexing 
j^'ipn^r;^ benefits. The proposals I've seen all 
^ij^ol^^^fmirly radical new financial instruments - 
^5^;^nd -ii . seem to me remote frotn practical; 
^T^^>a^ For instance, if the government 

■ - ^jwrovided ' indexed* bonds — offering a return of, 
o . say 3%, that grew each year with the CM — such a. 
. bond might secure an indexed annuity commitment. 
However enormously difficult implications flow 
^ from stich an approach. Anpther' approach,, outlined 
/^\;xecently in a • paper ; by an economist associated 
" with the NBER, would ^ of f er an indexed^ annuity 
secured by . short term investments hedged . with 
holdings in commodity futures.. The flow rate of 
return \jould only be 0% . — - which makes, f or . a 
pretty lowNanriuity if inflation does abate. Again, 
; . the ^institu^onal arrangements are pretty diffi- 
cult. . These ejcamp'les arie to suggest only that . 
I,: imaginative firianci^ i:nn6 vat ions imayl^ 

Another idea sometimes mentiotied is providing * 
.: . insurance Against "living too long". I interpret 




-this to mean that if our prof 6s"s6r llve^ )t50" say, 
. age 80, there mig^ht then ' begin an . l^icoiae:: to 
compensate for his. ijciflati^ los-ses.- Apart from 
the obvious probi^is v of ^'dlscbht^lTiutty In suchi an 
arrangement,' the" :.^costs:.:,^are . not Ihconsl^ 
•although a lot less than full Indexing v^v'^ A': ^^1^^^ 
year rise in Income * f or .'.'fifteen "years causes; 
roughly a quadrupling of income. , If -* weV allbw^^for 
mortality probabilities and for' a yield ^^60 
investments of 10%.,'^ we would 'need ^31,500' at age 
6"5 ^as a srngl'e~payment "^to provide . a - deferre3> 
rannuity for our professor of three times- hi^:^ 
beginning annual income. 'Nothing would be paid if' 
l)e died/bef ore: age 80. " % ' ^ . 

It would be 'difficult as a, 'practical matter 
for a private insurance . company ,to off er \si;ich' a' 
contract without some death benefit, payable 
between 65 and 80. Results for o'ther periods are- 
not too. different:/ * ' » 

. -* - ■ • ' . ■ ■ «' , ■ - .' ■ ' - 

Projection Increase Required Cost at 
Years : / ^ if 10% Inflation ' Age :65 

. - 10 159% $38,000- 

15^ ■ - _ ' 318% - 3i,500 

20 X- 573% . . 19,7QCK;: 

Again, .1 bring -^up^ the -progressive - f^ederai; 
income tax structure as a caveat. ■ 

; , -' Some: Ideas to Explore- " 

The first idea that seems to me r important is.- 
to help faculty cope with real, and- imagined fears 
of inflationi in making their decision as to actual 
date of retiremient-* It will be^ unfortunate for 
the- quality of our faculties, and the qua'lity of 
life for the, senior faculty members themse^lves, > if . 
Our retirement: arrangements . induce faculty to j^tay 
on longer .thaii ;. they, want . . Surely, the . fiabulty 
member eager .- to . retire' ~ for whatever reason .~ 



"but* induced to staj^ on, ^even to as late as- age 70, 
. ;^by his ;or her^ fear of, 'iiiflation, is not likely to': 

;^ be. a great, teacher nor ,a, productive^ researcher in 
. tjipse rjBluctant continuing yeaciei- What we "must do 
Is* neutralize the retirement decision so • that tKe 

: Mnflatiori fear does not dominate • " 

•v/;:.- \' '-. ' ' ■ , 

- ^Th±s was pefhapjs the primary objective- behind* 
- the design of the Washington University" "brijdge. 

h &T^& flt^: Since it ^ is f ully . dgscf i b ed^ -^l^^^^^ 
:• GO^HE *: materials,: I. will hot go" into its detail 
/ . here 1; Fundamentally our plan involves a defined 
'bentifit 'at .age 65 with -irif lation-^rotection until 

. the mandatory .age '70. ^. \- v. 

• • . ■'.".**••. ■ ' . . * ' , . * ■ . . 

V . A. second reform' I would like to see made is in 
: the TIAA annuity ' program and this -is .perhaps the 
central* idea of this paper.. It seTems to^me tha'i 
*, the rising interest y rate's of ' the 197(y s^ -"along> 
- ; WitTfi-T increasixTg ^ inflation, have altelred signif i 
■:;fcantiy the desirable design for the TLAA "fixe 
y.^nnuity". This is a -bit complicated, so please 
. . bear with me. - > . * 

. ? \". 1.* In determining the annual income from, ahr 
- annuity, an; interest rat ^ mu.st- . be 

f : — called . thife • Assijmed; . Interesr 
. AtR. Currently^. TXAA Ve^^ ; tb_ iO% ^on 

. - its . portfolio 'of^ iiiyestisaents 

rate* of 9.5% 'to begin annuifiej5:;(ji3^ 
. ''this , is .not guaranteed and co'u^^^ 
reduced ,'^^hich is unlikely if ' i'nf la^^^ 
.; . continues at 10% * since interest /rates 
--.will undoubtedly rise stil'i higher^. The 
. *: :AIR used-'^for fCREF is only 4%. I'll come 
. " : y -'^'- back to this. . 

■ _ . ■ . S ■' 

2. The annuity .iiicome can be thought of as 
. two parts: part an interes't or investment 
Income return anid part a ri^urn of origi- 
. . nal capi't^i, (the. latter distinguishes the 
annuity from a pimple investment) , hence 



% the-^ higher the interest rate,, the higher 
Tthe"'"; income • The return? bf /c;j^ 
' ref lects the . ♦ mortality ' ex^rlence \ 
expected for the group of lives. 4^-^' 



3. TIAA is basically a fi^ced . annuity - the 
income fyou start with will be -fixed 'over ' 
your lifetime (the small-J exception' i3 
that if TIAA does much^tbetteij^han acssumed 
on your money,- you g^tfl'jthe results through 
" . , a dividend supplement) . - CREF^ on the 
. 'oiher harid7 is a yaxiable annuity; -it %s 
' fully /expected tha't GREF annual payments 
■ wiir v^ry substantially and^wi.ll do so in 
• ■ : ^accordance ^^^^iB^ ' results of the 
underlying .pbrtfoT^ .of • CpiF' equity 
^ securfties. JThe AIR for-CREP'^is 4%. * If' 
the. .stocks do well andf earji , 2C& -in' a 
j ^; year,: the income g^ roughly 16%. \. If 

[ r^ the^return is -10%, then the 

income drops 1^ 



Given 'tliatv brief, ^scussion, ll^-oxix^^^xi 
proposal. TIAA should also . be a va^i^blig'^n^^^ 
assuming 4% as the A-IR as does -CREF. =. IR^t would 
' this^^m^|7 First aff^ the initial - income to "the 
. retiree rwbuld be lower and would be equal precisely^ 
to that for ,GREF. As ,the fixed asset pprt*£oliQ of 
TIAA earns more than 4%^ the, income each year would 
rise. If, for instance, in 1980 tlie funds for bur ; 
professor earned *; 10%, his income" ^the. next year. 
wpuid rise approximately 6%. *If - iidf ration does. • 
continue long at 10%, interest rates on taxabler 
' bonds will surely rise to 15% and probably higher;: 
At 15%, our professor* s incbme would rise byi -13,%. a . 
year (TIAA has, of course, a'lag l^n its poVtfo^ixv^ 
returns /as interest rates change — "but over a tkn 
to"^ twenty year period, this would work out). - 

>. There is a clear economic theory underlying 
.this l^'n. Nominal interest rates on bonds,, isay 
; 13% tOT^y, are seen- iy. economists in two parts:- 
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one is a real interest, rate of pfoljably 5% or 4% 
at most, and the balance^ is an inflation premium. 
All of. us responsible for college l^dowmeiit^^ know 

« ,V.this and • havia ' changed aur spending policies to 

j^p^row~back~ar— lea st— ^ 

■•V. The TIAA aunudty design in , th€f ;>l?50Vs was simjple 
ajid sensible'. TIAA used about ^^2% and CREF^.s* rate 
\ras 4%. Tnfiation ana co^fe^^ high^fer interest* 

rates have fouled up th$ relati^ship. Both then 
Wj-e annuities in t^eal income; * CK^ remaijis so but ; 
TIAA is now mostly •Ttqij^ai seriously misleading 
.illusions follpw from*that ^ a 0)rm;of irratlo- 
nality that economists call "money; illusion". 



1 



-J 



The idea of making TIAA a ''variable" annuity 
based on 4% interest ' is not an impractical idea. ^ 
^^The v^rfable -annuity principle fprv fixed .as'^et. 
portfolios was adopted by the lif e ' insurance 
company L worked , for; they did so in 1969. , We 
referred, to- it ;-as a "monotonic annuity," since we / 
guaranteed the AIR — the annual^^jipdime could only^ ' ^ 
go . up. ^d we used a\ 3 1/2% i:;|g * AIR. The whole ' 
rationale and^ :techni(:al detail are described -fully 
in>my 'paper published in the i969> Transactions of 
the Society of Actuaries, which fias been required-^ ^ 
reading for studeits .-taking the acti&f ial e^ams/^^ 
sine e - thai^^ ime . , If m * su re* some young, ac tua r i-esV aV^ * 
TIAA had ^ plow,^^hrough?:1ih^ whoO^ - 

- . ■ ^-^ ^ ' i . ' ' - 

What wouW such- an antiuity optibn ^dp; for our . 
prbfessqr - retiring ii^' 19^0?. IWe. set out below a v 
plausible scena^rip based , <pn cbntltuiing 10% r-.-^ 
inflation rates:* *<v*2iC S ' ^ . 
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i LAA 


local 




iotal. 


T\_ 1 T .... 

■ Dollar 


Age 
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'^,^^$8,200 


66 




' 8,700 


67 




9,300 


68-^ 


^-v 13% 


10,000 


:> 69 ; 


14% 


10,800 . 


7Q 


15% 


11,-900 


75 


15%. 


ia,600 


80 


• ^15%. *- : 


■ 32,400 


85 


'^:^15%.^ ^ 


. 53,600 


90 


,.'"■,15%: c' 


88,700 


95 


4 - 15% .. ■ 


'146,600 



(3) 



TIAA 
Real- 



(4) 

Real Income 
a Percen-* 
tage. o f 



Iricome - '\ 

$8^-200. 
■7V9bO- 
7,700. 
.7,500 ■ 
7,400 
7.; 400 
. 7,600 
7,700 
8,000 
8,200 • 
8,400 



1 Amount 



100% 
;»,,96i: 
-^94? 
91% 
90% 
' 90% 
93% 

98% 
100% 
102% 



CdluBm. 2 is 3^rived by starting with a payout 
: of . "$3,200 ;at- ' a^e'" 65 using ' an ' AIR of . 4%. . (Note 
.that." $8,200 i&;',. the CREJ initial . amount . ). Thk 
values^ in late'r years are found .by multiplying- the 
,v previous year value by a factor, wh6 re the factor 
:^-is ::i' plus coliamh- (l) (in'decim^kl form) divided "by 



; There are 'a number of , advantages in the above 
results: " - V 

( 1) Obviously the TIAA annuity income^ becomes ■ ■ " 
^responsive, to infl^ation. The " retiree 

.. . dofeisn't -"blow^" ""the inflation premi^ each 
year but adds it back -to his, principal'. 
' And if inflation .ab^es and interest 
rates fall, the*annu3gr ad justs automa- 

.- ^ t.ically to the' new. circumstances. ^ 

(2) There Is no perverse . incent;ive to ge-t out 
/ • •^ of CREF into TIAA ~ as' there is . now — 

\VL/py^X to get more immedi\ate inbome per 
. Jtl?f6^^f retirement fund. CW and TIAA 
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then operate on exactly the same pCfa^i*' 
pies. This problem needs emphas^Sv the 
current policy of TIAArCREF is- to permit 
fairly easy tr^ansfe/ from OffiF to^TIAA. 
It doesn' t work the * opposite In 
fact the m ost— di smaying s e t of datgi IWe 



seen Is the steadily declining use in the 
I970's by our professors of ^paEF. 

(3) ^The results dovetai^V^;^^^^^ with tfee 
faculty member's -mc^^t^S^^ experience. 
Those who live tjo 95^«^^^^^ve a steadil;^ 
rising income* Ob^glQB^^/^ the plan is 
" .' disadvantageous to t'fioSe^ >^who, dle;^.^soon, 
after retirement.. " If '"^w^fe ..i^rantv-^an insur- 
ance plan against^ ..living 'too long, :'this . 
is it, funded jp^imply - out of th/e 



already acciJttnulSKed by the TIAA rsySt^^fe^'^^;^^^^^^^ 

(4) Another signiflca<at , ^dyanta^ 

the faculty member v-st^rts / out^r^^^ 
$12,300, he ipa5S:^i^:'on the wholk^'amoufit^^^ 
d&d . if he thet^ V saves some for .slater . . 
needs, he '11, -Have tq^pay Jta* the' 

' interest*^ earnings from his^ri^^ave^tment. ' 
Under the "prbpiosed ikitiiLiij^^',. the^'.M^rtion 

. - plowed hack -is not taxeid; arid its ;efSfe:iing^^^ 

escape., tax until , ^they moWvl^jp^ as^^ - 
much later. (The a|J^umen^*^^C\^^ SRS - 
- annuities are precisely -tti^s^: argtfments.^) - ^'^^ 

"~ — C5)_^_^To^ avoid confusion, some name other than 

"variable— annuity" is needed * for this >, 
annuity. As I see its design, it should/- ; ^ 
' - "^ .OT a "ratchet annuity" ! ^■ 

incjjme is only variable upwards. 
» \^ithout imposiiikg^. a lecture, on" asset 
/ valiiatipn ^^^^^ of 'life' insurance 

v'^' compa^HE^; "l^ m4 .simply say^ that TtAk ^ ^^^f^ 
• i^i' uses ^SRJ^ cost, values for its fixed 
^ assets and does not reva:lue them 
•^continuously to market, as does CREF. 



^2 



:4 t ■ 



/ . Acogf d ingl7 , in ;the ; current ;;c - rat, . 

least, it would §eCT"that^^ T 
gtiarantee . the ' AIR ' of * 4% . The mech^^ 
of the ' annuity, then assure that the 
annuity woulcK^^bnly go. up — as;'TIAA*s 

- — ^verage-rate^^-eaxplTigs^ 



(6) Another serious problem • with the . present / 
TIAA. annuity is the>illusion of wealth ; 
^ ■'■ ■ created . by sending out the blue ^and 
yellow - projection forms each year. 
' Current :high fixed income earnings are* 
\. used^ to prpjec't 'retirement incomes and 
. our* faculties ioolc^ at incomes 
. at times : Aighi^r::;;^ 
7- ---><3i^^ interest- in addi- 

; . ^--j^liocate' 1^ 

budgets- to^^^l^^^dj^ , 
that they ^^St|^^p^^i3^?3^o^^ 
' illusians. Using^S^^^'?*^^^ui 
ties and 4% to ^si^gg^i^l^^fa^:^^^^ 
V realistic ^a%^ti^M^ii0'^M^^^^^ 
people willv be . af tl^^diifemeS^tw^^^ 

C7) Other ^ difficult • "^^ffiSS^fe^^^?!^ 
considerations exftt: ' 0^^^^^^^^^^^ 
give p'eople^ptions on the- .^^^^^S^p^Si^^^^ 

^ at General American did so but I think 
for TIAA that would not be advisable. A 

- complicated form of mortality " 

anti-sjele^^^on woulfl arise and tlie option 
would be c^^nf using. ^ . 



V Let me rephrase my proposal, in terms of capital 
preservation. At current . inflation induced 
interest rates, our retirees eat into their: 
capital both through the mortality principle but 
even more so due to ' spending the inflation 
premium. If TIAA used 4% interest/ t^is problem 

-^-would be substantially overcome. 



'^'H- Axii^-^ to the-obM^'lques-^ 

tlon. Could bur professor retire on: onl^^S!, 200^ A- 
Instead of il2,300? Counting Social Security his ' 
initial income is reduced from $20,100 to. il6,000 
(exclusive f of spouses' Social Security - 
7entr^t^emexitr)^i^— The — drop — i^— ^uts tan t-ial-,— -bu t— 4:4ie— 
beneifeits of significant inflation protection Sre 
also ^bstahtial . My preference, if I were^ the 65>> 
yiearr'^^ and 
jcisixigi:d^c6mefr^^^^ perhap&^j^Exs. JCs . .most 

""^S^^fortMt,^^^^ " 
we, as university benefits plaSneT^^ 
annuity ides igneri5, ^^have partially bailed in oi^r 
jobv. More money tieeds to go to TLAA so that the 
job gets .done. ^■'<^^ ^ 

Q. ' What is the current rate used by TIAA for 
fixed annuities .'and what is it likely to. 
be in the near future? 

'A. Presently it - is 1/2%. I understand 
TIAA is'likely'to change to a higher. rate 
in 1981 (The subsequent anno.uncemet^ is 
that the new rate is 11%). ThoseJ^who 
retired prior to 1981 will* have.-^ an 
- . increase in their annuities, reflett^^^ 
their age, annuity option, scr 
The increase is not comparabK, Txpwever,, 

- to the kinds of*" inoareas^ a* "ratchet 
ann^wfty" would experience. ' j 

Q.. What will happen to . TIA^fe investment 
results if inflation continOTs at 10%? 

A. TIAA pfiys. to all 4nntli|j|ants the average 
rate' earned on its total ^^ortf olio' oS^ 
investments. . Today'^s I3%:t6^l4% rates on 
new 'funds get averaged in with vjthe/16w(2r 
rates on investments: made in past year.s*;: 
Obviously 'If inflation continues andi 

- rates stay at. 13% to '14%, or .more likely 
; rise to 15% to 16%, TIAA's average will . 

: ■ ' 68 
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■ gradualOy- tunds will be; 

'—-'•Q^^^ •■•^^^^^^^i^^^^her • rates ;. ^d;-- aid' 

ir rate , InW'stmehts will gradually 
-Tnature and can be invested at the higher 
■ rates.. . 



Q. Is theTe~a~ca"s"e~fbfr TiAA;^ pioneer'— as 
^ , Jl^^^lr^^^^ variable .annuities^^*^'' with a 

^" ^'-^tired person's price index? 

A. I think the government already has such a 
project underway since the. CPI has been 
, under so much attack. Preparing an 
appropriate , index is an enormous and 
r . - costly "project,. involving iA; national 
• statistical sampling and • ^difficult 

' theoretical' ^issues. The cost of 
designing an r index must rtin' to . 'the 
several million dollars at least.. I 
- doubt whether one institution ..in the 
private sector should undertake such a 
. project. . , * 

. ' ' , " ' . 

A futth^ ppint is that all such indexes . 
\ ■ ^ are at .best very" trude' * in^asures. Many 
theoretical economists have shiSwn tha^ 
such measures are seriously flawed at the 
theoretical : level. The problem is then 
compounded by the practical computational 
difficulties:. I just don't put a lot of 
priority on .refining;: /4:hes¥ measures, 
laflation is* certainly real and one of 
k^ts worst manifestations is that it 
"^Siffects the welfare of . different classes 
-'^l^nd individuals with:^p^^t^se classes in 

very different and, uni^'^^trabl^^^ 
' — . . . ' ■ . - ■ 
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^. THe TIAA/CREF Perspective 
The Unisex Issue 
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Mr. Edwards, a Phi Beta Kappa graduate oi 
University, of North Carolina, has a distingi 
career in the insurance industry,.. He has been 
associated with TIAA for thirty '^Sears, served as^ 
President for twelve years and is now the Chairman. 
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i*m" very pleased to be here. . This is the first 
; time I've ever been invited t:;o a ^C^ at;d . 

I think it's terrific. I -%«fc^s^ 
breakfast; that when you 

this meeting and hear everybof^j He^^ ^1^"^, 
a subject that we ^ eat, drink,'^aS^st^p 24 h^^ - 
day back home, it is really a. rewarding experience^ - 
to know^hat- you indeed>^^re and know so much 
about this subject. I hope we can remain a part . 
of everything ycga do here- I think what's^ happen- : ; 
Ing^with the Age Discrimination in Employment Act . . 
^-^ahd everything else these days, including dou^>le- . 
fe?'V dig$fe' inflation, has S tremendous implications not . 
only fo"r^ higher education but for all of .the 
private secfior. Just one comment to John ^ Biggs. 
We don't stop worrying about annuitants at 95 or , 
90. I sign a whole stack of congratulatory 
letters once a month to our 90-year-olds >^nd the 
95.-y ear-olds . One of my predecessors -a niimber of 
years ago said, "If we' re gairig. to lo^e,i we ought 
to lose gracefully./' And it 's 'suxpunsing and 
gratifying to see iidw many there ^iare at those ages. 

; It's my. job' .to introduce the -tlM-CREF 

peoplie. That's John McCormack ajid . that's Don 
Wiilard and thatr's it . r . j;ohn .is . igoi^ : t^ - talk^ 
about the ADEA implications , for retir&ient pl^ 



; bit ^3re .than you heard yesterday , ariS 

' some of the ' flexibilities ^available within the 
/ TIAACREF system . that help- early retiremenr 
/ . programs. You may not know . about all of them. 
Don , is going to talk about some of the pre- 
retirement planning developments. : A very" important 
— partr^of. any "early r^tlxem'eiitr~ap^prora"Ch~l"s~t"o^ 
people thinking about the fact, that, "Hey, - retire- 
ment actually comes, and it .will affect if make 
it to that age.*! I remember Allan Cartter at NYU 
once telling me that a ; prof essor ,. aged 68, showed 
up in his office with this little 'slip of paper, 
and said^ "What is this retirement business? I 
•didn^t know, I was going jto have to retire." And 
that, sort -of things is still with us, as many of 
you may '.know. Don is also going to talk about, 
methods ;of coping with inflation, and just so that 
you will listen to -me and John before we get to 
Don Wil lard, I ought to mention that we are -already 
way past the. conceptxxal - 'acceptan<^^ s^^-^of .a 
program very mucTi like;* the. one John :q0^&^^j>, 
We' re into the systeiifiiSj and proceduraj^ wor^^^ 
increasing, annuity . SKdon't think we'fl ^af^i^^it a 
"ratchet annuity" bur^that's still a possibility. 
We hadn't thought of that one. Don will tell you 
about the details of that and how it's done. 

Now, I'jn probably going to tell you a little 
more than you want to know about the unisex* 
question and where we stand on that, because that's 
running through everything we do these days and 
has implications for you. We owe you an up-to-date 
report on it. You would have had a . letter on it 
two weeks ago except for the^ position recently ^ 
taken .by the EEOC. .:'S^is whole merged-gender* 

. situation is not a simj^g^ issue, as those of you 
who have* gotten into'^-fSt' know. It' s - full of 
complexities and emotio'iis,^ especially the latter. 
The blood^ pressure of ^both men and women gets 
raised about equally durfng^any discussion jof the 

-subject, not only because it involves peoples'^ 
retirement savings; .it also involves basic 
• . * 
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questions of equity and fairness. 'And it involyi^ 
a major ' change in the conventional use of risk 
classification and laws of ' probability ^ which have- 
always been us^d in pricing ^ insurances^ • pricing 
annuities, . and in determining lifetime vbeniefit 
• am ounts b ased on li fe exp ect a ndies * — '- — — ^ — 

. - • ■■ ' ' ^ ' . . ■ r\ ■ . ^ ■ 

I/m going to skip tlTe background. It's been..^| 

eight long " years with nine court . cases and 

'continuing conflicts among federail regulators as 

to-what's fair and .what's /equal in this bus;Lness ^ 

of providing' lifetime incomes*. Basically today 

•the thrust of the regulators, the thraist of the 

courts, and now Congress is that in the future the 

civil rights . of" tine individual as one person have . 

got to- prevail over * insuring principles /-that 

class,ify people by age and sex into groups for 

. risk 'sharing purposes. Age groupings are still 
okay; : sex groupings are" out, at least for< insurance 
and annuities. " At the federal level the*" actions 
being taken are all under Title VII of the Civil ' 
Rights Act and the Equal Pay Act. At the state* 
level the actions a're under the various,' human 
rights lav^ iri„ the. states. And the' actions now 
. -being proposed in^ Congress -*y ' the Dingell. Bill ^ in 
the House and the Hatfield Bill in." the Senate are 
all-inclusive. They/ re "trying to fix it so that | 

. all insurer's, all gove^:nment pension plans,-^and g 
everything involving lifetime payments, ^whether in | 
an employment situation or not, will have to go to | 
a unisex mortality table because anything^ else is | 
"discriminatory. week that Canada ^ 
is also moving •St rong-ly in that ^direction at the 
federal level. . / 

Well, about a year ago., as you all know and as . 
John Biggs has mentioned, our Boards moved toward 
meeting" the growing concerns of a number of your 
institutions, a number of state * univeiji^ties, the 
ACE, ' and other education associations. We set out 
then to convince the various ^state insurance * 
departments that in spite of their model uniform 

• - '^^ -72 . ■ •■ ■ ■■ 



^"laws, which requi-re - "equal premiums and equal ; 
dL^idecnds for individuals of the^^^me class ' an^^^ 
eqiiai: Ifexp^^t^^ of :l^f e,""- it ^ s^ clear from 
-the' 'cpuirts and everything else that the time has - 
com^ Co approve the use bif^a sex-neutral mortality V 
ta/Ble for' future annuity premiums. . Well, -this 
-ef fort — has7-t:a4cenr^us^-'^a--year ^ an d whel re— thexe~nargre~~ — \ — ~ 
rejections among th*e: various , states, we went ^ 
ohe-on-one with them. O^e explained how and why 
the legal and : social tide Is moH^, and the / 
'states have all eventually-approved Sp merged- 
gender table we proi^sed. We also announced a. 
year ago that once we^'-got these SLpprovals we would' 
adopt the merged-gender table for future annuity 
premiums, so that in the future equal' premiums 
. paid;> by 'similarly situated men and j women would buy - 
equal periodic benefits under all of kh^ income ; ' 
options at retirement rather than just the j(&nt- i.' . 
life options for a husband and wLf e, / as "at the r 
present time.. The annuities reserve .the right to-.W 
change the. premium rates for the fliturfe, but we 
have no right or intention to. change our represen- 
tations' as to; any i^remiunis paid in ttfe • past . 
Ninety days notice must ,Ji^^^given - to all partici- 5. . 
pants for future .premiums*, and thetre- will be -tio ■ -^^ 
effect on TIAA benefits resulting f rom pa-fft'' TJAA. - . 
premiums; no. effect on CREF benefits..;-^^ 
f^rom past CREF premiums. . ■ v — ^^^^^^ 

The prospective change will apply„ '^^to ;■bot>^^^^ 
regular and S?A contracts, prima rfly~':~^e^^ 
tax-deferred anriSity - plans and pensions are bbt^^^^^^ 
considered employer "retirement plans" -J\y ' 
federal level, ;by the EEOC,. the IRS. anc^^ERl^:r - 
There's also befea a recent decision In-^ArlziK^ . . 
concerning a 403(b) tax-def etred anmiity plan^i^al^'^'^^^^^^^ 
involves employee money sient through salary t'-T?/ 
reduction to annuities issued by a num'ber '<5S 
commercial companies,^ as w^ll as by TIAA-CREF. 
•That decision, at the -U. S. Distrrct Court level, 
was , that the plan is illegal because all * of the' 
Insurers^ use sex distinct tables. This is despite 



Well, we' could go iLnto how much effect the 
-J proposed change will have on: the various options: 
ho effect on the most .popular joint-life options, 
— and-ra— rang«-H>f— impact^f-rom— l^-^^>-as-^ 

one option — the single life annuiity, which has 
no guarantees for any survivor;^ i.Ve. , the straight 
life annuity where all payments stop ^ when the 
_ annuitant dies. --^^^ ' 

No insurance .. coinipanies. have yet constructed 
""■ merged-gender / tables', but . the -shock waves : are 
still running through the . insurance industry . But 
they top will, be affected, by tbis if the govern'' 
meTit*s.:^ppsi^ipn^ is indeed the wave of thefuture. 
If they wiant^^to* continue to provide ta^^^Sef erred 
annuities^ and' annuities for pension plans, ^they 
will have to issrue merg;e<i-gender ^annuities in the 
future. . ^. - i - . ' 

You've probably heard .something' about the 
court-order6d .^settlement discussions we've gotten 
into with the EEOC This was an attempt to see if 
"^a.. global sej^t lement^ .thi s ^Q^'gjff^ issue couldn' t 
fee ■ .reached out ' of. . f?^^^^^^^S^^ been, in a 

number of meetings/ with th^^j^ 

The. main / remaining^ issue ri^L^^jr^^^w^ -We^ve 
agreed* to adopt "unisex" ^or 'rt^ if 
permitted by state insurance laws, so the main 
question is retroactivity; that "^is, whether 
Tjenef it^-:-:^e.^u.ltiiig ' from, past jpreniiums ; ,are . going.. ^p ; 
hav'e^tC;^ffee' "^equalized" ?and if so how. • There was 7 
some movement during these discussions^ but very^ 
little realiy. We offered to move^ towaird them^-a 
littl^. -bit . -^They moved the other way. It was dot" 
-^:a productive' settlemejxt . discussion, . and there 
.^on't be any settle^nt^ We're poles apart. But 
there, was some . increased .iinder standing of each 
other's position, which we. thXAk will be helpful 
in ultimately /getting a decision on retroactivity 



in tiie courts^ ' ; 

/Now the EE.qCJ s position, as we " read it , yis,. 
that the merged-gen^er mortality table should' l5e-; 
used not 4j|Bt for. £if^:e premiums, but to .determine 
totaL^ benefits f or aff ! people who retire in the 
future , whi ch ^. means bene fits re sulting from . all 

~"p"a~st""premiums as well as from atT/future premiums. 
You see, .they contend that TIAA dividends, over 
and above^the.< 3% contractual guarantee-, atid ail 
CREF earnings are fungible and therefore not 

. committed ^ to any individual. - They ^^contend that we 
would be Fully justified in shifting those earnings 
around . ampng participants.: in order to ; "unisex" 
benefits resulting from past premiums. In other 
words, all TIAA dividends over the minimum guaran- 
tee and all CREF earnings should, in their, view, 
be available,* as ne'eded, for that purpose. We 
also understand, that the EEOC. . is going to seek 
some ^kind of back pay award for^ women already 
retired as well as future benefit . increases for 
them. 

.Our position, and that 'of many of our 
participants who express " them- selves in no 
uncertain terms, continues to be that all benefits 
that are attributable to past premiums should 
continue to be determined according to the 
representations that we at TIAA-CREF (like all 
insurers) maxie.. when the premiums were paiid, and in 
all the yearsk since: that in. retirement those 
benefits woufd Be paid out to men on the basis of 
male life expectancfy and to females on the basis 
of female life exp^ctlancy. We don* t . think we have 
any -legal or moral righb; to. change from those 
representations. However, everybne is aware that 
if ultimately the Supreme Court says you have to 
do it , then that will be the lawv of the land'. But 
we don* t see it as the law of th^e- land now, and we 
think that men would be justified in suing us if we 
did it, so to speak, voluntarily as to past contri- 
butions. ^ r . ' "i: . * 



So we'll continue to' oppose 
around among participants of investment^B^frnings 
on past accumulations in order to unisexr*|$enef itfs 
from past service. And of - cour$j|5 we oppose ^'any 
position phat 'would impose financial liability on 
our participating institutions. And we and the 
EEOC now expec t li tiga tion- on. the retr(^ctivit y 
issue to work its way up to the Supremar oS^t. We 
think we and our institutions have a/ very strong 
good faith defense on retroactiyity<^ Not only do 
state insurance laws authorize sex-distinct tables; 
even at the federal level there are guidelines that 
still say it's okay to provide actuarially -^ual 
benefits for men and women instead oj E^^ equal 
monthly • benefits. And the Manhart decision ^as 
very bearish toward any retroact;ivity . where 
conflicts in • government rules have not-" been 
resolved. 

* ' . ^' ■ ' ' \ 
^ My last message 'on this subject is that^here. 

has been significant progress' on implementing 

merg^d-gender^A^^bles fpr' future premiums. There 

will be a 'l^^er on this goings out to you next 

week, hopefully^ You'll remember that we had 

planned to., put this table in earlier but we held 

off*^ If you got my July 22 letter you knov why. 

We deferred because at that time the EEOC said 

they would press charges against all 3,400 instj.- 

tutions and TIAA-CREF, alleging that our proposed 

use of merged-gender tables for future premiums 

would be a violation of " Title VIl^. Since ^ they 

were clearly ready to bring those charges against 

a il o f your collieges, we held back, and although 

otf^^iscussions with them didn'-t e'nd iir settlement, 

we made some progress toward implementation of 

merged-^ender tables for future premiums that does 

meet with EEOC approval. They have agreed,^ at our 

urging, to separate - the prospective^ and the 

retroactive issues so that we can go , ahead on - the 

prp'spebtive; : basis. And, we agreed to make some 

cfikngj^S^ in the merged-gender amendments in. order 

to^-achieve EEOC approval. 

' ■ ■ ' 76 



The^-EEOC is issH^ing an\?ppi^Yon>>^^ thai 
adoption of tlie .hew . tabi^"^^f 6r"rf u^re l)remiams swill 
aiot be . a violation of T:^Xe ^iTII'or >the Eqtial .^Payr^ 
Act, either ^by TIAA-CREP^f jjyrany'^^ pur paftlitir-. 
pacing institutions. So othe ' way. is clear\^^^ go 
ahead -agalii, but it me^s another ^ound Vf -^ek^ 
state xirfsurance department, approvals, b^^^ the 



amei^dment form~has been changed. - / ' • 

^ The- EEOCVs Office of , General (^junsel- has 
written a letter for- the .^snrance <fe|?artment^ , 
siting that using .this raite^^^Kile,... and I quote^' 
"will afford full protection feapfe par4:^. - ' 'l 

cipating institutions againi,q|Bil^" claims 'bfi^ ^sex ^ 
discrimination by reason of thj&Vpay^j|^Tl^ W^- ^ 

of pv^tum^^T, benefits under the ,4ew^ii?ate* t^^^ 
^So-. ^fiey '^Ve/jcleared that , and we' mifst now s^eek the^ : i^p"^ 
necesfsafy st^te. approvals . . If we get themj . we wt^lt " ^.i^- 
^ send out the ^mendments. v • ^ * v 

■ • *■ " ■ -n' 

/-V But the ire €ro activity issue remaiils, and "^ the ,^ 
\:\ legsd staff of > the EEOC has; informed us. that .they' 
can no longer, will no 'longer deffer bhie -na&t)!!- 
wide charges'' dealing' with the retroactivity issue. 
Alt.hough we are trying ^ to ^stop it , the. EEOC is * 
apparently going ahead with this redundant^ charge^ ^ \ 
. _ against all- 3,400 institutions individually, and - 

against us, despite the fact .that the basic -issue* ' 
v.^is already being contested in .nine separate U. S. ' 
District Courts.. We don't know the^ specifics of 
* this - extreme measure and we don't know the 
procedures tThat are going * to be" eststblished for \ 
responding to it. The EEQC will .probably seek to> - 
consolidate all .of Lt int.o^Sne court case iti the 
; Southern District of New Yprk. "riliat seems to be <>. ' 
what they want, and .it would certainly be what .we .^V ' . . 
. want , if there is to '-be a national chajrge — to . get. " ^ 
it into:- one court * cas'e ip§tead of- many. • We^ll 
. keep your^ institutions informed a^bout these d^Ve^ / \ 

Ibpftent^as they* occur. . The American Council on ' . 
* Edjication has anncuijced to- its ct>nstiiueticy ''that^. 
.it has hired outside? counsel to offer* guidai' 
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how to .xespond to tHese charges if they^cgnei^out* 



* So, in summary, we expect" to gding- ahead 
with the mefged-gender table for. ^Joj^Ve'v premiums 
if^ the state insurance departments iapprove, and^ 
we'j:j&^>going to carry the retroactivity issue :all. 



cj](^nge-^9?l^s^ t he^ game* gj^^e 'r^^^^^ 

jstarts^f^^BotVit 's quite another thiti^ to'4cl%ng5^fie 
ruills 'of the game and - its. score AlrtiecL tfte game ' is 
over.. However^ if the ^Suprenjg^. CdlSfc . ultimately , 
says do. -it, we* will, do *ity and-- so will eveig^'one 
.else,^and *it.. wilj^-become* the. law <^ "the land;' 
retroactively. I^^e lo^.^ -Q,n; the v^ietroactivity 
issue,^t;hat is , ifig ^ll 'b^ef i t-s^ tp ^ people retiring 
in the futiire mustV be on - a unisex basis, my 
judgment would- be that this would. no|: be a charge 
to the colleges. Ratlier, it would l5e a charge to 
t>e mien through the method . now proposed by the 
. EEOC ; that ^ i s , through ; shifting earningff^y^ past 
accumula^tions among , participants in order^'^d 
unisex retroactively. - • 



^ow vill tjtie . c^nge ^ f or* future pr 
<^ affect the laen^ * . . ' ^ • 




A.- The ..bulletin;, we'll be sending 
^: pjBople . wheti ; we - make the change 

• whole "lisj: o^r^Bhe ' differentials : to, ;-men 
For -^xampieV ■foth th0 mos|. . ^popular 

/''^ ' joint-life opt K^s, which ^ are ^ chosen by 
* ^60% ^of * . the. men, it _;VJdllv <^ no 

^ : odifference * at all: because there-^^t^is : 
val^eady a mal6 / and.- felmale Xn the coupijev: 
; normally . On the .oth'er options:,^ the'^^ 
one-life options, - there- , will, * be " a 
difference. The biggeist di-fference is 
,^ <^ wheVeva man elects a "benefit only for his 
life. •^^hvno.. benefits for .a survivor,^ ^We . 

* single *life;anriuity, so-called. If he* 
builds In a tenor twentyryear guarantee, 
so that payments are -guaranteed even* if 



be'^^dbesri't i,Iive f or- /tlie : t^n/ or ^^fei^^ 
years,*,, the ^^^^^^^ 'is xaacK^^S^^. . 

• Jbei^ause. for the first ten or twenty years ■ 
\ no' life cpnttngencies * are involved.* . . - 
^Also, of -course,; the , . proposed: ^ change J ;;^ ^ "^^^^^ 

affects .^pnly future premiums, ^ so -ft would 
■' make more of a^ difference. -to, -you because i >; 
. you're young. BxO: for people^ whc^Vye been ^^^'^^ 
\ In the system for a ^while ^.t rwouid ifeke^ -^^^:^:v^ 
less .difference because it yjaffetts onry- v 'V 
^hose premiums paidVbetweM the* . 

time they retir^ . .1;, " 



Will th^s affect.^ tax^eferred anntiity 
plan^^ well as . pension plans?" An^' other 
insurers^ top? 

Yes, the whole thing. Becatrse 1x>t;h^typ^ 
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of plaof .are vcdteidered^^^ spdnsored 
-' 'Sfetiremtent ^lans;'." whet'her they're < with 
^TIAA or-^nyp^neVil^s^ 

- ^>;\*i^r^^th^^defendaat^ iit the ; pf^serit . 

. RlgMt^^^'^rtj the - nine cpurt ; .^rca^ses are 
^ag^i^sl^ '^lAA-eREF and, :^ in ' ^^^^^ca^J'\ as; 
^ cpHeg^'Gr^jiniversityi ^ . . 

' •».. . "*..*. * .* 

Sow much wqij^d retroactivity cost? 

Wellj, that woul^ .l^ the. cost to the; men, . 
^and it wouid J^^end^ on what Ppfeions the 
/men elect- _^-«iIt*si^:^ot ^something you can 
know ioijadvance^' but- if you. ^tried to= fund 
it today, it. would be ,a very big tab. 
But -over any one man's life expectancy it 
will bemLther ^0% for him or up t o ' as 
high as^% depending on which option** he 
elects and how much of his income will 
come: f tom .future premiums. As I've, said,; 
we- -feel we have no right ta' go 'unisex for 
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past premiums when we have been assuring* 1;^^ 
people, as everybody else, tha]^ those • 
premiums^ would provide benefits based^ on > 
•s^Si* . r distinct . - tables.-.- 
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TI^/CREF and Planning f oi:jRetiremeiit 
, • Donald «SP-Wiliard . 



Mr* Wy.i4f4:, ' a '.^ School alumnu^, 

hag ha d; "%- career which has, included service as a . ■ 
^^Iftj|ffl^^>^a^c3toiemlc ^ administrator and ^ service 
•*--^^^HB^8I^^ the. ylnsUjanc^ Indus try i He i^ 

df TIAA., • 0^ 

' • • . • ^ ■ ****** 

..-^^ ■ ■ ' ■ ' : : ^ 

- .Two ' things.-- have happiened today that direcfly .. 
'.affect me.' -First John Biggs h^s .done a very good 
V ' jofr^-e^^teliiilg you what Ic^was vgoing to^ tell you, 
and secondly, in the interest of time, I-*ve been 
asked to try^ tOr trurfcate my remarks. 'This reminds 
me Vf the epitaph •on Robert Burps' g^ves tone which 
: , sa^y **r knew if I. hiihg around loi^g enough s<^e- 
1 . thing: like this would tfeippen to me." " 




• . ..-^J have' .twS^'-thtngs^ that I .want- 'to , taSM^irery 
hri:jl^i^"^g^out* First";% as Icp '-.has indicated, I 
wagfi^^^^ about *spm'e^.i>jr^ / 

' r^ir^'^^r^^ planning' pf os|^fett^ -thart are taking 

; -ffj^^e^' rin,' hfgher' e "As^' some of % you may ^ 

• "kiiowv. back mi^^i?77-5'e did a^pretty intfensiVe^ survey *^ 
of . rietiremetxt* pranntng prog in higher. "educa^.. 
tipri^ TRe results were piibli^hed in a book*, called 

- Retirement Preparation in Higher !^<£ttucati^D^ C:l^. Jini . ^ 
Mulanaphy,. who is oae of ouiT riesea'rch jonicfelcs*^ 
For those of you* n^ho have not seen it^ gftrA:^^^ 

".interested In ;^J;hls subject i. you might ll^£>^o 

. r^eqii/est s^capf . * That steady showed that, out of 
2210 responding institutiojjis, 96, or about 4%, hady 
pre-retirement planning programs. V Now., .since that 
time, in a very short - period of two o.r^^three years, 
there's been a growitig interest in these progrants*. 
As this interest has developed, our participaticJir^::^' 
in them has increased substantially. The programs^^ 
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take, a wide range of forms, from multi-session 
program^ that cover a whole variety of topics, to 
single - programs that . concentrate solely . -on 
financial planning-. Our role in these programs is 
ill the fin- ancial- planning sessions. We partici- 
pate in such sessions at a good many institutions 
by sending a TIAA-CREF representative. Or " two. 
■~^nexa;l^ly~a^e^pTeiseTiTari've~fxomrt:te 
Office from that region also* pat^pcipates.o 
Together we discuss financial planning, as it 
applies to TIAA-CREF and Social ^Security. These 
have been very interesting' and I think very 
worthwhile sessions. ' ■ " ' 

.* . Ti^^^t, interesting and. exciting program bo\ 
far .^fc^^^iare concerned'- is a new pilot progr^ 
lthat',«^>.a^tituted th We refer 'to i%Jias- 
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'our Community Program. There are a gr^t many 
nstitutions arbuni- the country* thatVSit^^'^^ very 
I sfflSEfcll nximber of p?eople <Jn' their staff s;%t^^ 
;.and older /that are 'concerned aix>ut ""ret'^irement. 
jlt*s not feasible' for/" us to arrange financial 
planning sessions at such , institutions. So jyhat 
i ve -do is schedule programs in ^-urban centers around 
V^Jbe^ountry,- and invite^ employees age '^55 and- iovel^ 
.jf^pm'-'instilablions within a . 50-^ile radius to come, 
^^nd. 3pend* a- half day with representatives from 
j^IA^-CREF. ; Generally; . her^ .too, a representafctye 
(jlferori^^ .the^ * Regional Sof^'ial Security y^Of flt^ sj i^ 
at ^ ei^ric e Indeed^, ' if or the. laVt t^^j^^j^^?^ 
• i>een^^if diin^ oiT^ o*f. thiss^ Cqi^^unity^^ 
.here •^ln Pr<^^^LdeJ^^i .and some of . y^'^nlayv^'be; awaife . 
of tjiem. ► We /a^^:doing this,- of' bbur^iiri^^ 
cooperation o§;^t:^ institutions iQcated -^1^)^X1 ai^ 
,50-mile . radlutt^fThesey pro'grams hay«'^^^-^^ 
well •regeived. We*ve alsQ just completed a serieV 
gxf such programs in RochesrtBr where we had, in the 
Vfefeiirse of . three or . four . days, >some 600 "people 
attend. -'It niay^ interest ^ou^i^to /know that •we have 
.30 of them already scheduled ..fo*^^ 1981-and we will 
probably "be holdii\g well o'veir .* 50 by the* time 1981 
is oyer. So if you* re. interested in knowing where 



any oh- tftese programs ..are' being -held, :«^e' 11. bel 
glad to check the schedule and "let you know. . 

. I,^ ll-'jijust pass by th*e-/subject tidw and go on 
to the i>^tier topic -that Tom mentio^ned ~ ways that 
enployejfi? and employees 'and pension systems are 
trying ±p cope- with inf lation. I 'm going to * hurty" 
along atja ju6t try to hit the high spotrs, starting: 
-^i-th-H^he;^^€g^l^ a r e,' th ey^d ojLng t o— cdpipr 



with inflation occurring before retiranent with 
respect- ta ; .^^ plans? Well*^ -th^^ re 

doi^g "sevei^iV;, things. * One t;ii;ng i3 .a ^Y^ICtf^ 
simple approach. It's simpl^^^plS: incre'^e thgrir 
-plan cpntr^Libut ions. The idea^he?e is to provide a 
cushion^^ if ..you will, for the person e^ering 
retii;enent. This; j*ive the ,^iphr^'^ sdtoe, 

-flexibilities that ./^^fei: -WcC^ 'spoke AboUt..^ 

earlier thi^ mornit^l^^^ Funds that are rabc^ 
retired,^ pe(tson' s expectations could be "used in>a 
variety "^-bf ways ±n order-^ to off set - thev?S^v^ge's^ of 
inflation."- It,*s ijgt a big ¥hing, ' i&ut »«A ^^s 
^.sofflet^hg that , a number of JLiGs.t.itutrons^'%^ done.. jj.' 

' , -''tiT ' ■ - ' 

>-*^;r - Another afppro^th that a Jfew^-^itis-titutibns have / 
adopted ^ is what^_^" call a combination plan.t^^is; 
is simp^ly" a TIAA-^CR^F d^^ned contribiition'^^an,' 
with cotitributions of. 10>-- 12, or IS^S bf salaryi f 
coupled wit^ a ^por or guaranteed beneTit. The 
plan provides thafeV the retirement 'benef ij^^^ill* be 
the ^larger " of 5^^^^^^^^ benefit resulting from the* 
definei^ltpntri^^ t-he benefit guarantee. 

Nbw^g^i^?^^ greater th^n the 

benefi'ts^^ke'nerated by the 4^f_ine(l.^contrii&ution, 
then\. the i'nstitijtion suppiS[^ii^t^ for . the 
difference.^ For example, a Jcombiti^ion plan might 
have a' fipor benefit for a ca re etr employee of 50% 
of final average salary, including^*^ primary Social 
Security benefits. If the contributions under the 
plan don't produce a benefit equal tp^50%, ^en 
the institution -provides a supplement. : 



I':should have said up front that Some of these 
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' thingky^hat 'L'lii talking ateut. may have ERISA : 

. cationsV- <:ffiit I' want to talk cohcepts I really 
> don't want trp get into specifics./ There maif \ 
V some ^problems *' that .have ' tO; be wbrkei out* - But, V 
:. hopefully, . they can be worked out in one. form or- 
T^anot.her. We'd rather approach this from -a* 
- posit-iA^ standpoint knowing^' tilat there may l>e - 
-problems ' to ; overcome. First let's finjJ out what 
•an T.iistTtution really wan^s to accompliSfh or~try 
to do^ and work towards that objective and- 
- hopefully work over, aroujid, or under the problems V^. 
as be^ we can as , we go along. I should add< and 
-pierhaps this isri^ t . necessary , that if .the ^ . 
_ institution . does adopit the combination approach, * 
ft' t&kes^Von an added commitment. In other word's, 
^£heir ^pSiisipn ^sommitmefnt does not stop wJLth the 
payment of /that ^^efined contribution as .it -does 
.{ under pure or defi|ied contribution plans, because 

%\iey^/re. talcen on, a commitment to supplement thos^'^c^ 
J-v:,; benefits, tf necessa^i^ in order to bring them ^p:-. ) 
f o&Jje |f lo^^guarantjee. ■ ' • 



^^ow, -t^hat ^bout copjyng with infl^Mtcfii .during^ 
X^ti^ement?"* 'The. mo^t^ pbpul'ti^ya at ^^st -U-n the^ 
^ . private^ sec?tor,o. is /^or employers to.^make ad hoc5 
5*" . :dtf3ustment§^, -which ' JEitiSA >cl<?f ines ^ as I "gratuitous " 
-/^paymentrs'-^. . - ^.Arrangements . of- this 4cind take tiiany 
formal They^'are either a flat dollanji. amount of q 

* ^ suppleTdient", \.a /'fixeci .pefci*iU^ge amount, or- a. 

* V percentage-: tha^f^^* Var-^es. detenijined by , . formulaic 

cranking* in such things - as years of^ service, age, • 
amount:_of initial Annuity income, years-' in retire^ 
/^Ji^eSlJ:;:^^^^ since: any -last ^r former increase'- 

• '-^.Mg^ht have been made, changes* n the CPI', and so 
-^^ on.' The choiiie of the arrangement -depends upon a 

nigaber of th.ings-^^^i'h^ -!?P^. ^^V^^^P-^^T^^ : impllqa- 
' tiohs, the pri%inal '^evel oi^^S^^ pension, changes 
,xn the cos?^ of living, chan^Sg^^n Social Security* 
bienef its change s^JkiCREF, and so on. But the )ad 
hoc. approach has been most popular, basicalJLy 
b^ause it gives the employer a' better control^ 
over cost§jr- the^ employer is not commi tinted *to any 
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on-going jjrra^emeht , the amount^caiii|be varied', up 
oSh down, from year to year, or'^^^g^an be omitted 



In^ny given year. %he employer has control over 
the timing, as well as the ^^no'i^i and: indeed, »if 
Social Security benefit|^ incre^^ or CREF benefits 
take a big jump, the amount, can be. varied to take 



that intoj' account 



-.^^^tov^he— pub^l-ic-^sec4K>r-,,»^a:§-^^most — i^SfiTyou^^re- 



at/ajfe^^: ;the «ap that has bee^i taken through 

einplb'yers and their publl^^retirement systems .has 
been th<^^pdexed -^approach, or the^ . autotnatic 
increasi-n^^enef it approach. ■ S^You-"^ know, I *m sure, 
that' the federal programs — the 'Civil Service 
.Retirement. System,^ the •'Uniformed''^\Services S^s^em,' 
and Social Security — : index fully to ^ chang.es in 
^fphe C?l. At. the state level, retirement, systems 
public 'employees ' and teathers that3& index 
Belief its genfe^J^^ a 3% level* for<5 the 

Almost' part, but s;ome-3f--fcli^^ as high as^ 5%. -Or 
they go 'the automatic route; for example, .th^ 
^ inc-rease benefits automatically .3%:. a year without 
regard to what, -happens to^ the cost, of living. 
John Biggs has already ^alluded to the concern in*i 
the private .sector oyer- this ap^ro^ch^ because' of ^ 
the "costs and* indeed it is .a^ concern. . Employers 
• are wary of, the cost of any kiTi4^ofe,^, commitment 
'to a continuing, and * unknown viii^'fec^ 
i^^^ There are also some conceptual^ problems With that 
approach, bat :i. won't take, the' tinre/^to/get i^^ 
/.^V them. • ■ ■r-^.L.^^ 

What abdiit coping with -ilf la tibn- before 
during retirement? JohA' Biggs addressi^d,:^.^fia^ 
question eloquently • in terms of what emplo^rs- aijd 
-^of course individual participants are doing through 
a variable annuity based on investments in common" 
stocks. . As John Indicated, fbr the first * 20 yearls 
or so afteur the development/ of variable annuities 
in* 1952, equities -Performed very well." They, 
perfumed' bej^nd most* peQpJt.e's exf^ectatio?teV "Then. 
>theifi^ere a few yeaCrs ' irf* thett* 70 ^s when awui ties * 
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w^re very disappointing, particularly to people 
who were in retirement and experiencitigv a decrease 
in their variable annuity; benefits in a period of 
rising livin^costs. In the la3t few years equity- 
performance has turned around. It's not been an 
unbraken^line upwards, but since the middle of the 
197t)'s <^mm*on stock performance ;^has been quite 
good:, indeed, j *Many . knowledgeable people whp are 
"makings — (I'^^as^goliig^^o— say^"^'ooll-sh enoi 
makS"^ predictions . of what 's<- going to happen in 
the future, think that\ the d^ade ahead is go 
tO"be a.v^ry good decade\ for equities. I'm talki 
ab<iii people, many from COFHE institutions, li 
Bur£"MalkI«l at Princeton and Modigliani at MIT ^ 
';,Jim| x^obin at' Yale. You .may have read a recen 

ixle whelre all three of these people were 
bullish' about equities. I'^thinkJ^t waiC in ,the 
last issue of Business W^ek magaz 



1 . Now, there's ^Iso a stroijg. feeling that the 
, employer should not take fxill .^responsibility for 
providing some kind of hedge against inflation, 
that the indifvidual* should play ^a role in . this:. 
And -many of them ' indeed are' doing just that. 
M Jhey 're. tiolng --it In all kinds of ways: ^through 
• -personal ^savings vehicles of ' one kind or another, 
v^nd, as»^I^m si/te many of you know, one of the most 
popular v^liicles being used^these days is the tax 
deferred annuity, /^c^s^* of its tax advantages, 
and the flexibility that- it has. .At TIAA alone, 
there are sbin^' 94^6, 000 people \Ao are putting 
extra contributibn? i,nto Supplemental Retirement 
^Annuity (-SRA) conbrac^s. That,' s, just people put- 
.. ting aside extra funds througli TIAA-CREF. There 
are many, many more* who are doing it through the 
products of other insurance companies. It gives 
• them ^ good deal of flexibility, particularly in 
the earL^ years of retirement in terms of how they 
waitt&.^.^^handle their finances'. They can defer 
:_£iiAr?Sv . regURlar TIAA-CREF income while 

r-.^^rawi'S^ from their SRA, or vice-versa, or 

"they <?an^ start tieir TIAA inq»e but def ei>- begin-^ 
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nihg their CREF income to . a later date. Indeed, - 
an individual has as many as. three starting dates " 
/'in TIAA and .three starting dates in CREF if; they', 
'want to us^^^em. 

" like to talk just a couple o£^. . 

minutes /oJBSB^apprdaches to cope with inf lation 
that are ,«^^fcdnsideration at TIAA-CREF. One of 
them' is, tne Kemeny approach that John McCormack 
went into in some detail. We've been working with 
' Dartmouth College, providing them figures on this, . 

talking with them about the- approach and how it 
^ would work. I won* t say anything more than that 
because John covered it pretty * t ho ro;ughly. It's 
contxoyersial as many things are, but. for the 
concern that John Ke^eny expressed, it may. be an 
acceptable ^alternative for -some people. He's 
^ worried about the person wjio says, ."Hey, look, I . 
^ can cut it 'for the f i'rst;., ten years or s<4^ 'I've \ 
: got enoug^h set aside. .I.'^|D:-;fhpt too ''worried /about r,. 
that, but .what am. I gbi.n^.l^'dq • when I-'^^^-g^^ to the : , 
end of that ten year perio^^'^Btiere am* I going -tO: 
turn for help?" This is what's behind the Kemehy. * 
approach of nothing for ten years ip. the way '-pE a 
^supplement, then a good infusion money,, perhaps 
foliowed . with an increasing annual benefit 
: thereof ter.L ' -. ^ ' • c 

. . • ' • . ■ - • - • * - m 

The^ cS&k r approach Tom alluded to in - hts 
ntrocl^ucjwJHr^^ very, close tq,-- the 5^ 

easing^jflpil^ity John Biggs is suggesting. The' 
iai'TIAA Income jwSiild be based ^ a 4% assumed 
nr^r est... rate resulting, in an inxcially lower total ' 
irftcom^* than if "It h^d'biee^ based full pay- 
out •dividend rate/ Then eagTf lyear *in retirement 
any pay-out dividend interest' fn. excess of 4Z .would 
be used to finance an increase iri the annuity -j 
income. If the full pay-out rate^ (contjcaf^tual 
plus dividends) were 10%, f6r example, 6% inter" ^ 
on the reserve, or px^esent value, of the . agarmity 
would be . used to f inance the next incre^se-j, 
.effect, v^V-r^^i^^d^ additioir" purchasing"*. 




^^.^^S^^^d^Moi^l o^f etlme ■ annuity . 



i^0^ALteTtiat±velyy another method being considered 
\f6Tild' off^r'!^:he^ret±xing participant a reduction 
in Wth the coifCractual and dividend pf^rtion of -^ 
^he/ initial> TIAA* income. "^jie , reduction ' amouiit 
would; be used^ tcT*^^ a pre-rselected rate ;6f / 

increas^ each> year of , say, 3% o,r 6% . in both the 
coutractuaX . and dividend portions* - Ft>r^-example , 
if \^ at '^"^'6% ^incyeasing benef it was selected, the: 
contractual amount would be guarant^eed to. increase 
.by 6%, each year, no .;:matter . what happened to 
interest rates. The dividend amount would increase 
by 6% a year as long as the dividend" scale in 
effect at time of ^^-etirement remained unchJfSged.^ 
When TIM':;s: |^ayout dividend .rate ^- changed from 



level of dividends 
ut "it^ yearly 6%'. 



10% to IIZ; 9%i the overall 
would jcli^Bgg^- ao^rdingjy 

interest|^^^l5^JTO still lie .applied to whatever 
dividendS-'^wSg^^yiJilei. « ^ 

Those ^ are-' ;.t he lyings we! re T^>rjcing on now. :' 
Welve got a "wl^V.^p V^^ yet. ' It t^^es ^ lot o£ 



Chang e s int e rjT^ 
^ grdmming, wrl 
^in a-J'rbw, aift: 
increasing be' 
-jnqgh on- bur ..i 
- '- -^J^rrd'^rat 





^operations and systems pror 
■terlgl, getting all our ducks 
onl ""But*, some approach to an 
ption is the^ihing that ' s very 
esV 3aViilj^pta> on the drawing' 




r- V Ih make * ^ iHS^SiSK ^^Sig^ 'comment . I was 
^^^f^- -pleased to hear John 'Biggs. *say» that when a eompany 
x^s^ ithvolved in a *tontroversy that is as complex 
' and -.involved as the unisex issue, it takes ' up a ^ 
. Io1^..oi time. There is a lot of work involved in 
^making; a conversion to unjag^ rates, and there are ' 
^ " only so many .^eoplev>nd jp|^Sany machines,^, tjj^o so 
* many things. So, we have'-l^o limi^ our- bpt^OTB^^^and - 
^ we have to i>|^- very careful in setting v bxor 
priorities; I assure, you that the increasing 
Cv2- benefit option is right up there at the top of the r. 
''^^ priority list with the unisiex issue. 
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ADEA^.ImpliGatlons fot ^^'^ . - V^* 
TIAA/CREF Retirement 71^ ^!:^^. V V 

John J. McCormackyjr... 



. McCormack is a senior vice president of J'lAA. 

* He heads, the Institutional Counseling . Division and. • - 
has . .jBXtensive experience, in the desifflfi and - 

— — iinpiementation— of retirement ptans^ .' . — r- — — 

' ****** ^ ' ' 

. ^ Yesterday we heard, a good deal about ADEA.* 
' its Regulations from Laura .^"ord- I*m goingjjto 
a few comments, hopeully expand on I^aura^s. .con 
:a little bit. Laura mentioned that on^.^uly 
1979 the administration of . the . Age. Discrimination 
and Employment Act switched from the Labor Depart- 
ment to the .'EEQS. Just prio^to that switcli, '^and^ 
. it *s not u for these . ;kinds of ' things to 

; happeni the Labor Department promulgated its. 
^ regulatidn^ or,^ as it as offlcia.lly called, an 
interpretative bulletin .oh how the ameiidments to 
- the ^Age- Act . would ;^ff^ct employee ^ benefit . ;^ . 
Under the' DO:&.^tit^pretative JbulletirnV whic^^ ^by - 
the way, is sTiil inVeftect,. def ined'ij^ont'ri-bation 
.' 'plans;l^v^ : -the/ ''J^IAAK:!^^ tyf^c^ plans "'p;- t^n ce5s©- 

• c on t ritbitt td 6 n^f o r.' individuals^* who continue to Work 
once they, reaeftr the noajnal rjptiremerft. age. • J)efined 




benef 
are 



:f it plans - typical industry plan^ r ^currently 
not -reqiiired toj c reid i t la ry ot^ 'service 
^^i^ployment, afte'r an'^tidividtf^?:>each^ts* the;, ^normal i!^^-' 
-retirement age.,; * V - ^ ^ • "'"'^^ 



Well, shortly after that sh,i^ft i-n^i^r'e.sponsi- 
biti^y on July 1 of 19J9, the EEbC.became conc^ned^ 
about - 'ViSidf allsr'^^^ they saw accruing to 
sponsors of •'.defined-^ .benef it plans- ^- linger 9ef4.ned. 
benef it plans , as ; jus t ment ioned^ employer V are ' 
not required to coUnt^^ or service- after ,t^;ie ; v 
normap.' retirement age even t.hough indJf^i-du|Lls;^^ye ^ 



ERIC 



s ' tthe right to work beypnd that age. This vindf all 
; - that the EEOC saw accruing re^^iijts from*, the fact 
. that there are actuarial gainsaid earnings gains 
'v' . accruing when individuals delay receipt' of their 
;:2l-%etir€5ment benefits.. ' - John Biggs touclied on how 
•^^t^^^he accruals occur» Mortality .concepts and their 
^^^jplications for pension plans have been discussed 
^Jz-iaL lot over the last 'day and a half sb^ I. think you 
. V^n u nderstand that if a person delays rece ipt ^of 
•benefits, the liability for the payment. of retire-, 
ment income is shorter; theref^o're, If the be^nef its . 
are frozen as of . the date the individual- reaches 
• ■ .normal retirement age but he^take.s those benefits' 
; four 'or five years later, they *are going'. to be ■ 
less . expensive to purchase when benefits actually 
begin four or fiv% years later. ; What* the EEOC -saw 
in thas^windfail to employers was a loss to indiyi- 
fual participants ;and a -potential : for a. chagrge of^ 
ye discriminatibri ..because; older ./iempioyees'^wha^ 
cojitinued^ to work are not receiving pension credits. 
J^r : J'salai^ -and service af ter^tpainmen^' of the 
'nortaalW&tireffi^ H^J-^ EEOC proposed. ti> 

. correct*, tali's -problem. ih% a rather stt^ange; way' that 
g'-.-^ay have'^^'some of* you confused^ A tiximber* of .people 
5?.r^ave * s4r^d' to me. - *ciidi]^ t the EEOC come r)ut- with 
" - regulations . tjtat. ^-chan^ :- *3tie t Department,^ o.f Labb^d 
regulations.? the fac^^f thf mattei' is no " they, 
^have.' ^p^^^^ •cbtrie ' out off^c^^lly* with any . Changes In 
the regulations on' the > ,amendm?5?'S« to the -Age 
Discrimination Act. There is a requirement 
the regulatory agencies share i|i^raft form ^the 
propofs^d regulations they are consTOering, and'tJi^ 
' inter-agency draft of the EEOC pirppased regs on 
,,ApKA ' is what hafe been published ^^in a number of 
places but not offil^ia^ly released in the Federal 
^ Register. . In t-Jie last couple of months I have had 
■ calls from at least three institutioris -who thought 
'the EEOC had come out with revised regulations. 'V 
It's quite obvious^j. when you read - the", EEOC resgs 
that th^ date for comments, which all proposed 
regulations include, is blank. . So Jrou -can. see 
^ very quickly in the f iirst coupjLe of ; paragraphs 



;that tfiey had not been of f icially released but 
were • floated or leaked for public reaction and^^ 
[^needless ^ to say> they have ^gotten a lot* of 
reaction. . " ^ 

Well, to corre'ct: this windfall' occurring to 
sponsors of defined benefit plans, the EEOC 
proposed: " 

. Thats definerd benefit plans credit years of 
service and* salary f^r employees who continue 
to work ' beyond thet, normal retirement age or 
credit the actuarial and earnings gains. 

In ' addition,- they .iklso took the opportunity to 
propose a cftange in the regulatvion3 for defined 
contribution plans: . ' • . 

The EEOG wou3^ require continuation of "contri- 
butions for an-- employee unless a stated benefit 
objective was achieved when the employee 
reached the normal ^etir^ment age. ' ^ 

' -> • . ^ ' - ■ ■ ' 

Def ined contribut ion plans usually " use a 
.benefi^ objective* they would ' like to achieve for a 
career/etnployee at the normal retirement age ' in 
order,' to set the rate of contribution under the 
plan. However, this benefit is not» guaranteed and 
♦may be *tnore or less depending upon years ^of 
j)articipa^ ion in the plan- and the individual's 
salary -history." If fa benefit objective ts 
reqtf^ired, it woulc} become a formal pArt of the 
plan and a .commitment for' the institution that 
%they do not currently have." 

Since defined contribution plans do credit . the 
actuarial and earnings gaiirs to individuals Who 
delay rec^pt of their benefits which, jln some 
cases, I guess has been yiewed as something' of an 
incentive to stay on, it's important to note that 
this practice -may also save defined contribution 
plans Crbm. being required to put a stated benefit 
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objective in the, plap. Since we do credit the 
actuarial and earnings gains to individuals, we 
alrea<iy meet | one of the^ proposed requirements t?he 
EEOC is proposing for defined bepef it plans* We're* 
also encouraging the EEOC to recognize this fact 
and not requir^ contributions beyond the normal 
- retirement age or require a stated benefit 
abjective. If an individual delays receipt of his 
benefits, eae^h year he delays the receipt of the 
benefits beyond age 65 they will ' increase by at 
least 10% a yearl Well, as 1 say, we have 
encouraged and suggested to the EEOC that they 
recognize this fact which they did not appear to 
be aware of, and they indicated they would take 
our ,siiggestions under . consideration. 1 make no 
guarantees because I. don't 1cnbw where they.' 11 come 
out. /?^think the EEOC is waiting for the election 
results before going public with revised ADEA 
regulations, I would mention that any revised regs 
will be proposed. There Will be -a . comment period 
followed . by f inal re§i^lations. ^So,, it will be a 
matter of time before anything happens on this 
issue** The EEOC commissioners meet every Tuesday 
and the last time I .talked to the EEOC, they 
anticipated that . the- amended regulations would be- 
on the agenda for ^the commissioners' meeting on 
the 7th of October, anfl that's obviously past. I 
did hear that last week it was on the agenda as 
the fourth efr fifth item, and just prior to the 
meeting it was pulled, yrhich may signal a variety 
of things - is there concern about the floated regs 
among the other agencies? is there concern about 
the election? is there concern .about how the regs 
have been structured and whether -or not they are 
f§ir and equitable? It would be speculation -on my 
part to. try and* tell you why they were pulle$i from 
the agenda, ,but they were. \ 

The 1978'- Amendments to the 'Age Act increased 
the mandatory retirement age from 65 to 70 and^ 
there was some concern on the part of our partici- 
pating, institutions about whether or not employers 
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with TIAA-K3REF defined contribution plans should 
continue contributipns between the ages of 65 a^nd* 
70 and if sc.; stiould they reduce , those^, contribu- 
tions because they will be makirig them for 'five 
years JLonger than they had originally anticipated? 
Well, I thought it would be intere^i^ to report 
on what has actually happened since the amendment 
•to the Age Discrimination Act. The g.reat majority 
of TIAA and CREF retirement' plans have not changed* 
their normal retirement age from 65 to, 70> and to 
keep retirement financially possible for i'ndivi-^ 
duals who want to or should - retire before 70, 
vit^uTally all of t^ie plans have also kept their 
_ pre-D^ amendment rate of contribution. . In 1977; 
. there >^re / 65-4% of all TIAA participants in 
retiremenb*^ians with the normal ret irement age* pf 
65. In . 1980, 74.3% of all of- oor participants were 
in retirement pl^^ns with the normal retirement age 
of 65. ^^^l^e nuWber of participants coyered by plans 
with the normal reti?emen.t' age of 65 has increased 
from 1977 to 1980» In addition, for staff members 
employed beyond 'the normal retirement age', chat^s 
beyond the age of 65 in mo^t cases, 75% , of our 
programs continue contributions to age 70 or to 
retirement- The balance cease contributions at. 
the normal retirement age. In spite of the chai:iges 
in the mandatory ret Lrement laws, improving health 
and increasing concerns about inflation, approxima- 
tely 52% of the' TIAA-CREF participants, beginning 
annuity income start payments at or about ag^ 65- 
Of those who start their income after ^ge 55,, some* 
27% begin their payments before age 64 . This is 
compared to c^bout. 17% iti* 1972. The percentage 
starting annuity income at age 67 and above has 
declined from 33% in 1972 to 21% in 1979. Although 
individuals now have the optiort of continuing to 
work beyond the normal retirement age, between the 
ages of 65 and 7-0, we have not identified inter*- 
nally any trend towards anrtuity incomes* starting 
at the older ages. • 

Well, you all Jcnow that the amendments to the 
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Age Discrimination Act provided a special exemption 
for tenured staff memt)ers and it allowed institu- 
tions that had tenured individuals to have 
mandatory retirement at age 65 or the normal 
retirement age up until July' 1, 1982. Our dajta 
ihSicates^ that about 11% of [ the colleges and 
universities with the TIAA-CRfi? plans are regaining 
early mandatory retirement p|rovisions tor tenured 
staff members'. Roughly. .76% now have age 70 
mandatory retirement fior. all- femployees including 
tenured staff, and feeli-eve it-^oij" -not, l3%^Jiave no 
mandatory ' retirement age whatspever. That's 
.basically what I was goitig tx> coyer on ADEA. 

—J. : • " 
■' • i 
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Connnents 



Robert Link 



Mr. Link, a - iTal^ Alumnus, has recently retired 
;from^a career in\:he*^life insurance industry^- He 
has extensive experience"' with private pension, 
group insurance anW, as Vice ' President 'of the 
Equitable Life- Assurance Society ',of the United 
States, corporate management. Mr. Link now plafis • 
to launch a second • career ^s an ' independent* 
consultant* - r 

: . / . ' ■ . ^ . . 

******* 

I ' ve enjoyed this meeting . tremendously . It 
makes a big diifference to be 'here, to hear what 
people say, and to get some of the feeling con- 
tained in these issues.'* You don't ^'quite get that 
feeling from the executive silmmary of^ the studies 
^that have bee*i done, and ^ the feeling is. very 
interesting; ^ • ' - ' ^ 

, .■ " • i ■ 

I'm reminded of Murphy's Law. You know the 
first Murphy's Law: if anything can go wrong, it 
will. There's a ^hole series of them.. One says 
if there are s^ve^l things that- can go wrong, 
they all will go wAofig, and the?y'll do it at the 
same time and in the same direction. 

I think that characterizes the problem 'that 
this meeting is concerned with:. First, we have an 
unbalanced faculty population, . so that retirement 
is more of an issue than it would be normally or 
than it has been in the past. ^, Second, we 'suddenly 
have roaring inflation ' cYeating great, fears, about \ 
retirement. An^ third, we have- .the age 70 thing ■ 
suddenly upon us. All of th.ts happened at. once, 
'just as Murphy said it would. ' . 

r 
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I really think' though, all of this and the 
problems th^t this meeting is. discussing^ ^re 
'symptomatic of ^. deeper problem'. / I've heard about 
it ^uring this 'meeting. I'll 'speak «aow from the', 
deep well of^my ignorance-.-.about academia, but 'this 
is how I see it. 'The;real issue. 'that -I've* heard 
repeated ly<^ is, how .do we avoid paying: $,30,000 when 
$16, 000* would probaibly" get.' us a better product? 

This is a classic, bh siness* ^ro^lem . In the 
private or profit-making sector, *they nav.e to'ols 
to deal. with the problem. .They have the legal and 
moral right to prune. , staff . Jit- Va'ryitig' degrees 
they practice .this art. •It's^* very -difficult art 
to practice, but tbey^ do' it. , • ^tit , ^. what I am 
hearing here., is ^hat inj racadesifa,'*. part'icuXarly 
with respect to the. tenured faculty, . you don' t 
seem to have the tools or tfie. moral or legal 
right. I*'m al^o * hearing ifttle - feelings; or 
comments that may be yc^u're glaS? -that, you don't, 
.because if you dtd it ^would be* so difficult /to 
exercise tho.se -'lights and- make* tlie heart-rending 
discriminations' that ^re necessary to 'do itr right. * . 

All of this leads .nre *to a s-uggestion. You 
have discussed some ways '#of encouraging early, 
retirement of tenured faculty. ' These devices cost 
considerable money, at least if you as'^sume g^e 
retirements would have takerf 'glace anyway. 
Suggestion : Put these devices into, effect on a ^ 
basis such that they can be withdrawn again 'if^ 
circumstances. change. C^ple' this ,^ with . a 
resolution to address* those aspects bf- the tenure 
system that stand in the way of more creative 
staff pruning. If I've given enough offense, I'll 
remark on a few things that; have cropped up* durlng- 
the program. ' - _ 

John Biggs talked about the Consumer Price 
Index beitig an. inappropriate measbre of inflation. 
I passionately ' agree'. vTherfe are a number of 
things. First^ is the treatment 6f taxes. Payroll 



taxes are "in the CPI. If there were value 'added 
fax'es, .they would, be.^ Many other forms' of taxes 
aren't. This leads, people to say. thatr payroll 
taxes are inflationary and income^ taxes- aren't. 
That's, hogwash. That'^s a defect in the CPI. 

' Secondly there are other things in the CPI 
that one could ^ question. ^ This is less * a 
scientific' question than a question of purpose, 
e-specially- because the CPI is usfed to adjust the 
income of government employeeis, Social Security 
benef iciari^, and'" people, with ^ labor -contracts. 
To ttie extent that expenses ' are ' ^incurred ' and 
prices "^fe raised by- complying with government 
regulations for environmental "and consumer 
protection, . the unindexed pebple ^are paying-^for 
the indexed pesople's share of these addedx costs. 
It would'be great if t:;;here wqre a way to recognize 
that.' Third, John. Biggs mentioned improvements in 
the quality of things. Classic examples are tires 
rolling further aftd razor blades giving *mpre 
^shaves* I've read articles by economists allleging 
that you've got. 2% right there. And fourth, 
there's .the housing thing. 

I ' ve corresponded with Commissioner of Labor 
Statistics Janet^ Norwood, and I've also written 
letters to a few Congressmen and Senators. I see 
very little sign that the government is interested 
in pursuing these matters. 

John Biggs mentioned the indexing of private 
pension plans and suggested that thi^ is not an 
absolutely hopeless area. I think he's right. 
The fact is that the sponsors of those plans have 
been spending the' inflate, on bonus in their 
investment earnings on ,^jLfner . increasing nominal 
benefits or reducing tReir own costs. They have 
painted themselves into a corner. But if there' s' 
enough time, -maybe' they can get out of it. 



I am charmed by John's major .proposal arid by 



the stuc3ries going forward at TIAA. 'Perhaps out of 
these studies will c^me' something that will help a 
person who doesh^t want to spend the inflation 
premium up front but wants instead to* let it come 
through with a timing that fits his need. 

National Commission bn Social Security has 
recently done a survey. It covered about 1600 
families, various "ages, inc6me levels, and so 
forth, ^supposedly representative. This is in 
^support of their charter to study the whole issue 
of Social , Security in this, country. It's 
interesting that some of the attitudes revealed in 
this survey correspond to attitudes revealed dn 
the COFHE study. ,This is particularly the case 
witti respect' to people who intend to retire" late 
or intend to retire early, how they relish the 
thought of retirement, and ' how they fear the 
economic consequences. The same attitudes were 
foun3- . " 

vNext I'd like to mention a short piece by one' 
Carter Henderson- He is a , writer and lecturer on 
f inane ial matters - .With his permission, J ' 11. 
quote in part: "Not too long ago, after lecturing 
on the economic outlook at a Southern university, 
I had occasion to chat with two women: * the first 
an affluent college professor with extensive 
investments who was visibly^ frightened by the* 
future, and the second -a younger woman with no. 
financial' assets who was looking forward to it 
with confidence and anticip'ation. " He talks about 
the incongruousness of that situation and explains 
that the college professor was concerned because 
of the disinte- gration of the economy with which 
she had been familiar, and then he went on to say, 
"Since it will take years to conquer high-level 
inf lat ibn if we 're lucky (and decades if we are 
not), millions of investors, myself amt)ng them, 
are turning .to a fail-safe investment strategy — 
unknown to Wall Street or the Gnomes of Zurich — 
which can substantially increase their economic 
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security as ^ the nation ' enters a New Age of waning 
material affluence. JJew ^ge ' investors see| the 
United States at the beginning -of *a great economic 
transformation, [etc 'etc. and they] are taking 
coimand of their own economic destinies by reducing 
their need for cash incomes,, learning to coax .more 
purchasing power o-ut of the money they do have to 
spend, becoming do-it-yourself- experts, capitali- 
zing on the untapped productive power of their' 
^ homes and communities," and so forth. 

Wei;L, it's ^n interesting concept. I once^ had 
lunch with Mrs . Henderson, who is a practicing 
futurist and making money at it. They are living 

' this way. She described some things she and her;^ 
husband are doing. In this ..culture you don' t 
boast about how much your possessions cost; you 
boast about how little they cost after you have 
bought •them in a junk yard and fixed them up. You 

^ grow your own food. - Very interestingly, the 
Hendersons are going bare" on medical coverage. 
They say they don '.t want to be in the system; 
they'll do it th emselves. They find as a conse- 
quence their attitclde towards the subject of health 
is quite different^ from what it .would otherwise 
be. They are very positive about staying healthy. 
Aerobic -exercise, the ^ right kinds of • food, and 
Sttch. . 

If your 're going to do this kind. of thing, you 
have to plan "for it. In my own future life I hope 
I can succeed to some degree in living this way* 
.Over my lifetime I have* developed a few of the 
skills that are necessary. I suspect it's best to 
start young on retirement planning, on learning 
and on developing the ski 1,1s and interests that 
will permit you to make that transition with 
relish and enjoyment, doing things for yourself 
instead of depending so heavily on money. 

People will argue endlessly about details and. 
^ spec if ics . , What I mean to suggest here that we 



need a much more comprehensive, creative ,« and -per- 
sonally long-term view of what j;-etirement is all 
" . about.- ^ . - ^ . S ' , 
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Faculty: Planning for Retirement 



Aaron Lemonick 



^ Aaron Lemonick is Dean pf^ Faculty at Princeton 
University. . He has served-' as an active member of 
the COFHE Retirement Study Advisory Group yand was 
instrumental in the planning of this conference. 

****** 

I have been asked to moderate this last 
session. ^y ,task is to get it started, to 
introduce the spfe'kkers, atid to bring it to an end 
at the timie promised.. . - . ^ ^ 

I think it appropriate at this point to say a 

^ word of appreciation for the conference and the 
work that wedt before. The 19Jj8 amendment to the 
Age Discrimination in Employment Act, which estab- 
lished 70 as the earliest permissible mandatory, 
retirement age presented the institutions represent 

-ted here, not to^ speak of all the' others,* with a 
set of 4>roblems, m^ny of them common. Not the 
least among these problems was the fact that there 
was a startling lack of information — we did not 
singly or collectively really know the facts of our 
situation, what the effects of the ^ewly rai'sed 
retirement age would tur^ out to he, what might be 
done about it. It Ls a tribute to GOFHE that it 

• recognized the need and set out to do something 
about it. It is a tribute to Colin Campbell wlio 

*^ gave leadership to tjie task oyer the pa^Jtr^two and 
a'*half . yeaVs that the t4sk was' accom^ished. ^This 
conference is a capstone of that effort. 

. Before, going on let me" voi^ some thanks on 
behalf of all of u^'^o some of the people who made 
this conference' what it has been. \ First of all, 
Frank Dufand, Maurice Glicksman, and Brown 
University for^ hosting this conference* in the 

101 



effective "way that a conference ougtit* to be 
. hosted-; thanks, go to Reiner Summer £he manager .o£ 
this^ Club and Betsey Wallace who is ,in ^charge of 
'preparation amd serving of the food for^'.the styl,e 
ip which, we t^ve been received.^ I^m sorry that 
Jac'k Sawyer of the- Mellon Foundation ^is already 
gonet Withotxt it and its support there coiild have 
been no reports and no conference- The Foundation, 
> its directors and its officers, were sensible and 
sensitive, and thoughtful, and responded to a felt 
peed, a need wh'ich'.has. been-^net iq such ffelicitous 
a way* t- Xhi^k "it also 4.n order to • thank the" 
siJeakers ^t this conference, and tall the, partici- 
pants fqr the most focused and interesting" conf er-* 
ence that I have tjie^ ..prxvilege:^ tro Attend' for a^ 
very long time.. Finally I think that we ought to 
thank again the . Board of COFHE which recognized 
the need and Colin Campbell, Kay Hansen, Eve Pratt, 
and Carq^ Finney,* without who|i none of it tould 
have occurred. ^OFHE^s effort has ' been an" 
important one. * * ^ 

';. In sailor^s parlance, if age * 70 is a^ fuli 
gale, . then certainly uncapping would be a 
hurricane > and to pursue the analogy, and the 
inflation adds a ^disturbed, * confused, steep, 
breaking sea to the dan^r.. As institutions j^e 
are all-in it'aione, but we* re all in* it togfether. - 
At- th.e end of this session I would "^like to save* 
some time to open it up Jto you the participants to 
^get your thoughts as to whatt you see that now needs 
to be done by tl^is most effective group. 

) .-. ^ 

We have two speakers this" afternoon. They will 
not be ^speaking to pensions .as such, nor rate 
schemes , nor slopes , nor ramp&, nor othe r things 
which have alrieady been mentioned, they >rill be 
speaking -about the individual with whom wd^are all / 
concerned., the faculty member. Onje will speak aljout •[ 
the opinion^ survey . which sought t^ find .out what ^ 
tHe individual Acuity member thought about his or 
her own- retirement, his or her own work, ' his or* 




her oxm re^Arement date, and the possibility pf 
early /'retirement". Early- in the effort it-^ ras 
recognized that this information — - what the* 
faculty member. felt — was an importkht el^m^nt in 
'any attempt 'to meet the problem- ' t^irTie.d .out 
that we had a very important asset , the - Qrovrel-l , 
Universit y P rofessot ' ol So cia l Scie nces . ' a*t 
Wesleyan,. Herb Hyman. the man who was not/6h^ the', 
liaison person- with the Institute for Research of 
Social Behavior which, did the opiryLpn survey, but^ 
was also the person who. translated our fears^'aijd 
hopes and dreams about - the opinion . survey to the 
Institute , in such , a way as . to assist r them to c6n- 
struct a surveys- which not only- got ^ 75%' response, 
an amazing response, but also tauight us' something 
and ^rom which lone coiiid draw conclusions. 1. 
would like to introduce to i^o^» Janice< 

Ciinthdrne who wili-Vpeak .^b^ the, '''opinions*' as 
they relate to jthe issues of this conference. 




CO^HE FACULTY RETIReIi^T^PLANS ' 

Janice ^lintHorne ' . 



, Clinthornesc^ who is -an analyst with ^the 

3institut<^ for Research in Social Behavibr-, was the 
.^roject.^^l rector .for thfe Cutm ^stuC^. Her 
prd^essloit^l background combines . research and 
consumer "economics.^ .She has .served on the staff 
of thfe Community Council' of GreaterxNew York- 

y ■ ■ ■■■■ \ - ■■■■r--.' 

, . . V; ****** r . : 

; In Fall,, 1S|79 the V Institute for .Research iti 

Social Behavior conducted a >maii .survey of over 
1^00^ faculty ,at- COFHE* institutions, asking about 
tli'eir plafts for ' retireinent ^nd about • various 
< circumstances thap* presumably influence retirement 
decisixins, such as health, 'job satisfaction,; and 
financial status. We wer^e. .particularly interested 
in how t fie new lai^ on -the mandatory ^tirement age 
^ may af f^fect. . th^ retlremeiit pi^ns of the older 
faculty. ' - 

Twenty-six of the 30 COFHE* institutions 
participated in ^ the survey. Our probability--based 
sample; was . selected . to represent only those 
faculty* who "were tenured, 40. years "Sf :age, and. 
older, and teaching in the arts' and sciences 
faculties. ■ ' ^ 

The faculty were quite cooperative — 74 
percent returned completed questioharires — an 
extremely high response rate for a mail survey. A 
' comparison of the, respondexs and nonresponders 
indicated that these groups did not vary greatly on 
age, sex, rank and academic discipiine. * The only 
notable difference was that* the nonresponders 
tended to cluster somewhat at Ivy league' schools. 

Expectations About Retirement ' 

*' ' 104 / ' " \' * 



The very first questioa we asked faculty was 
about their general attitude toward the prospect 
of retiremeat. ' About one-third reporte'S^^hat they 
look forwards^b /retirement . . A small^ar proportion ' ^* 
— one-f if th actually dislike the prospect of 
retirement, and the rest are' either neutral or 
.Vnc^etrtain^-a-bout -ltv" ' ' , * . 

Women, incidentally, were somewhat more likely/ ^- 
to regard retirem^ent. in a' f avorablft. -^light • 
Overall. 40 percent 6t the women, look '-'forward, to . 
retirement, compared, to 31 percent* *oT. the mdti. . 

^ ■ • ■ ■ ■ ■ ■ 

Later , in the questionnaire we asked' faculty 50 
and older about, specific hopes they might havefor" 
their own retirement. We listed ,a variety . of ' f 
f^fvorable retirement prospects and "asked them to 
fate how much they'' loo keci forward, to each of 
them. The most popular prospects 'were : . ' 

"1. Doing writing and research in^ the,ir own 
field .that they do no't have enough time 
' to do .now- (79% rjeported they Joo.k forward 
* to this "very much" or "quite a bit"). 

. ^ • ■ ■ ^ . . ' ■ ' .. 

2. 'Pursuing hobbies, arts, crafts, music, 
languages and other personal, interests V 

* (66%) .'\ \ 

3. Spending' more time .with their families 

( 59%)'. ■ / . V . ' 

Just as* they were more inclined to repo^rt a favor- 
able attitude toward' ret iremeTlt'. in general, women 
jwere also more likely than ^meti to look-forward to 
these specific retirement pros 



'. We also listed stine 7^ommon worries ^about 
retirgment. These hoyere^-^a* wide range from 
f inknci^t^ - worries . tp- - concern about \physicaf 
defeifiojration, loneliness,-^ bpredom,-^ .and so on. 
Only ane"^,*worry was mentioned by -a^* ^majority of 



faculty — the .fear of not haVing enough . money • 
after retirement. 5.ixty percentr of ^ those '50 and » 
older - reported th'is was somet*^ing they feared 
"very much,"- 'qr "quite al|^-»,bit . " ' The next most 
commdn^worry also reflected* a concfern with future 
financial status. About on^ but of tpur reported 
thejt were i/orried about having to find another job 



to_s.uppJLemeiit their ^ income a fr er . t hey retires 

Smaller minorities (21 to I4%)n reported they wei:e 
worried about other unfavorable prospects such as 
loss of prestige, loneliness, boredom, or feeling 
obsolete. ^ * , 

Knowledge About Retirement !Policies 

How well informed' are 'faculty about their 
school's retirement policies? .The great majority 
C82%) . already knew what their school's current 
mandatorjf retirement . age was^. hut they were less 
informed about their school *s policies on early ^ 
retirement-j^ Among those 55 and over, 40, percent 
did not know whether or not their school had any 
policy on early retirement. Those at universities 
were the least informed, about early , retirement 
policies — ; 48 percent did not know whether such 
plans, existed at their university, compared to 35 
percent of those who taught at small colleges, 
/Women' s- colleges and Ivy schools." And faculty are 
even less informed about *the availability of pre- 
retirement counseling. Fifty p^ercent of those 55 
and older did not know whether or not their school 
off ered any such counseling.;; ^ . 

Retirement Intentions 

Perhaps . the key question in this study 
was, given the ^choice of remaining until- 70, how 
many plan to^do so? Not all the faculty do, in 
fact, have this choice. A small group of older 
faculfy members will reach the mandatory 
retirement age at their scliools before the new law 
takes effe'ct. They may or may not have the choice 
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of staying on, depending on whether or not further, 
changes are enacted by their state legislatures or \ 
their administrations. Because \ thes6 v 

uncertainties make their - retirement plans more 
problematic than those of other faculty, we: 
excludied these persons *from the main analyses of 
retirement intentions, the results of which \ I am 
presenting today. ' \ - - . • 

After inaking sure 'that respondents understood 
the implications of the new^sj^w, we asjcejd them )sLt 
what age they expected to retire. We asked them* 
to answer this "realistically,* taking.^ everything^ 
into account (including the things you can*t\ 
control)". The data show that for ^every age \ 
group, including the, very, . oldest , the majority 
exlE>ect to retire voluntarily before age 70. 

* • '.*•'. 

For example, ,46 percent of those 61 and older 
expect to retire at age 70. The average expected 

^ retirement age for these faculty is 68.2 years. 
Among those 55-60, only^ 38 percent^ expect to stay 
on as long, as age 70, and their average expected 
retirement age is -67.3 years. In general, younger 
faculty are more 'likely to plan voluntary retire- 
ment than old6r faculty. This partly reflects the 
fact that the ranks of the older faculty have been 
thinned by the . absence of those who have already 
taken ^riy retirement. - Still, there doe^ appear 
to be a clear relation between ciirrient age and 
expected age of -retirement — the older the faculty 

.. member is, the more likely he or she is to plan to 
stay until age 70.* This suggests 'that younger 
faculty in their forties, for whom retirement is 
relatively far may be more influenced by. 

their pref erenc^es, and' that older faculty, for 
whom retirement is an imminent decision, Sb^e more 
influenced by the realities of current economic 
condi- tions, particularly inflation. However, 
even -among the oldest tlfose 61 and older — 19 
percent expect to retire at 65 or earlier. And 
the olde^st faculty presumably have made the firmest 
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plans since they are most likely to have given 
serious thought to ^ their retirement plans and to 
have taken some practical steps to prepare for 
this events — such as obtaining information about 
their pension- ^counts, their health care coverage 
and so on. 



-■ — It is — 5ipTtrh-^otriT[ig^ — that^among~^a"l:3r^but — the 

. youngest age group, 40-44, women are more likely 
than men to plan voluntary retirement, before 70. 
For example, among tho,se 61 and older, 46 percent 
of the men expect to teach until age 70, compared 
to only 31 percent of .the women. ^ 

Predictors of Plans' for Mandatory "Retirement 

■ ■ ■■ 

To identify the variables that best predict 

the intention to teach until age 70, we , carried 
put ' an "automatic interaction detector" (AID) 
analysis, a multivariate procedure analogous to 
qiultiple regression, but more powerful in. that it 
takes into account interaction among the predic- 
tor variables. The AID computer program searches 
for- the dichotomization that explains more variance 
in the criterion variable (expectation of- retire- 
ment at age 70) than any other- „ The end p^duc't 

. 'of this AID analysis resembles a tree, in which . 
the most powerful . variables lead * to ,.^^maller 
branches. J^e fed into this analysis 28- variables 
that "we considered good predictor candidates — - 
ranging from demographic and institutional charac- 
teristics (e.g., sex, type of school) to current 
, circums'tances (e.g. , enjoyment ,of .teaching^ need 
for salary)- to , expectatioiis (e.g.", anticipated> 
level of retirement income, various hopes and* fears 

; about retirement) ■ ' - \ ^ . ^ 

" ^ -•' '■."■^ .:f^ -'^ :■ ^ - . 

•Among senior acuity ^361* and older, t\\e .most 
powerful predicted: of plans "for mandatory retire- 
ment was the expectation of an inadequ^t'e income 
during the first year or so of retirement. . Eighty 
percent of those who expect tH^ir immediate 

" 1 n« • 
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retirement income to be inadequate plan to stay 
until they are 70, compared to only 40 percent of' 
those who expect their income to be adequate. 

And; among those who fear the worst about their 
immediate, retirement incTome, the influe;nce of 
family provides further differentiation. Ninety- 
three percent of those who anticipate an inad^equajte 
retirement I n com e an d— who— were— ttrflueTiced—by^-lrhei-r — 
families to continue working*, plan ,to teach until 
age 70, compared to 71 percent of those who were 
also worried about retirement income but were not 
influenced, by their families to stay on. 

Other factors influence thos^ who expect to 
have sufficient retirement income. jAmong» these V 
persons, it is the need' for" facilities anrf/or , 
collaborators that figures' in the decision to take 
mandatory retirement. Fifty-six percent of those 
who^ expected, to have enough money but* who needed 
fa«.lities and/or collaborators expedited .to stay 
until 70, compared to only 28 percent of t^ose who 
were neither worried' about moijey nor about the 
accessibility, of facilities. ' 

Incentives for Voluntary Retirement ' ' . ' % 

When we asked faculty how their retirement 
plans coincided with what they ideally \would like 
to do, 33 percent of the" oldest faculty. (61 and 
older) repor-ted that they would like to retire 
earlier than they expected to. Thus, one-third of 
these senior faculty presumably would be receptiVe 
to incentives for early complete retirement or 
phased retirement. To^ estimate Savings in teaching 
years associated with various incentives', , . we 
presented faculty with five hypothetical plans , — 
two for phased retirement and three, for early 
complete retirement. 

Faculty were to assume that tne two plans for 
phased . retirement would be available at .age 60. 
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Both plans recognized the importance of key -fringe 
benefits — ■ both provided that (J) faculty, would 
receive' their current medical .benefits .thrbugh 

• phased retirement, and (2) ^fter full retirement^ 
tti^y would receive whatever was currently . available 

. to-,fully retired faculty at their .Institution. The 
schools' contributions to their pension .funds would 
continue at the current percentage level until full 
r e t T r emeiil:"7\^^ The plans ditfered in 

only one way — the level of financial remunera- 
tion* In Plan 1 faculty were offered 60 percent of 
their full-time aalafy for half-time work. In Plan 
2., they were of fered* 70 percent .of their full-time 
salary for half-time work. ^ .'^ 

Faculty wer.e asked at what age" they* would take 
phased retirement under each of the two plans and 
at what, age they would cpmplfetely retire. From 
this information we calculated for eacb faculty 
member the nuraben ,of teaching years 'remaining 
given a certain -incentive plan^ and. we 'compared 
this ^figure with the 'number .of years the faculty 
member expected to teach before he or ^ she i^s 
presented with the incentive plan. The difference 
between these two figures is the "savings" from 
expected teaching years* provided by thV incentive 
plkn. We prorated the number of teaching years 
during phased retirement according to the propor- 
tion of full-time salary received. Thus, under 
^he first plan, which offered 60 percent salary- 
for half -time' work, each year of phased retirement 
was equal to 0.6 teaching years. 

Not * surprisingly, the plan which offered 70 
percent , pay was more popular than the one which 
offered 60 percent pay — "morer popular" in the' 
sense that .more facul^ty said they would change « 
their previous plans in orddr to take phased 
retirement under these cojiditions. .However, 
because we prorated the ^ phased teaching years 
according to the proportion ot salary received, 
the actual years saved. 'by the two plans was virtu7 
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^ ally the same. For instance, among senior faculty. 
61 and older, each plan provided an average savings 
of one-half a teaching year (0^5) . About two out 
.of five senior faculty *vould accfept the plan that^ 
.offered 70 percent pay, and about one out of three 
would take the plan that, off ered 60 percent pay. 

V After considering the^ plans for phased- retire- 
^—ment-^facul-ty-weire— presented— wi-th^ — — 
tical .plans for early full 'retirement i ' They, were 
to assume tKese plans would be available when they 
.reached age 62.. Again, key fringe benefits were 
provided by the plans. All. threeAiontinued current 
•medical benefits throughout retirement. In 
addition, retired faculty would be offered, "all 
usual university courtesies". These plans guaranf 
teed retired faculty specific income levels: that 
is, if -the faculty member^s combined income ftom 
social security and teaching, retirement fund did 
not equal a specified proportion of the gross 
salary during the final year of teaching, the. 
school would make, up the difference. The plans 
differed in the level of these guarantees, and in 
their provision of cost-of-living adjustments.,. 

. The first plan providjed retirement payments 
e<}ual to 40 percent of gross salary. No cost- 
of-living adjustments... . 

.The second plan offered payments equal to 40 
percent of gross salary with, annual cost-of- 
living; ad justments* until the . retired faculty 
V . member "reachecf .the "normal" retirement age at: 
his 'or Ijer school. . . / ' " * - . ^ ^ 

^ — ^ — ' . •. — ' .; 

. The third plan offered retirement payments 
equal . to 60^ percent of gross ^ salary. No 
cost-of -living adjustments. * 

■ Again, we asked faculty at what -age they would 
retire completely, given each of these plans, and 
compared this with the age ;they expected to retire 



xiMthqut an^ incentives. We could not , of course, ^ 
prorate, the. savilags by the Brbportipn of. guaranteed' 
salary, since Ifhe actual, cost to the schools would 
. -depend on the salary level of the faculty who 
/ ' ♦ accepted these plans, and on their longevity. . 

The most popular plan for complete i^etirement ^ 
.. was the one that offered 60 .percent* of gross' pay . ' 
and no indexation^ 'Keep in mind that thei only 
plan that offered any indexation did so, on a* very 
limited basis' — that is, only until the ^faculty 
member^ reached the "normal" retirement age, which 
.at some schools would be as early as age 65 or 
so. This plan ^as much less appealing to faculty 
/ strice it offered only a guarantee of 40 percent ;af 
final, gross pay- ' ? ' ' 

Among "the faculty 61 and older, about one-third , 
indicated they; would, retire earlier ' than they 
^expected to if offered guaranteed retirement- v 

^ - payments equal to 60 percent of final gross .pay<. ' 
: The plan yielded ^an average savings per faculty -, * 
member of just under one year. (0.9 years). The* 
plan that prov^ided limited .indexation and 40 
percent gross pay was less jappealing — about one-* 
fifth of the oldest faculty would retire earlier 
under this^ plan, which yielded an average savings 
of less than half . a teaching year (0.4 years) . The 

^ ' plan offering 60 percent pay thus, appealed' to about 
the same number of faculty as those repor^ting they 
would like to. retire earlier than they, expected 
to. The plan which offered 40' percent pay and no., ... 
indexation was least popular — only about 15 * 
percent of the oldest faculty, would retire earlier 
offere d siich a p l an — the a verage savings was 0.4 . 
* years. \ \' - ' . ' ' '^^^ ^ ' ^ ' " " ^' 

All the plans were inore appealing to younger' 
faculty than to those / over; 60 — for example, 
among those 50-54, 49 percent reported they, would 
retire iearlier ;given the 60 percent ./pay . plan, 
:compared to about one-third of those over 60. 
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Arso, the '50~'54 year-olds ^nrovlded greater savings- 
■ — .1.4 years versus 0.9^ J^ears "for. the«^\oldest 
faculty. * • . ' 

/ Effect o f Future Inflation on Retire\nent Intention' 

. . ■ - . • -.l--- ^ ■. 

It is well to remember that when the study was . 
done (fall of \ 1979) , inflation was at an annual 
rate of al>out \10-11 . percent and ' still* climbing; 
_^that_wJjiter> it -r eached an annual rate of^bout- -18- 



percent. . VJhen \asked how; inflation would affect 
their retirement^ plans, 43 percenp. of the oldest 
faculty reported that if "inflation continued 
between '9-11 pd^rcent, they would change their 
current plans and work longer . An additional 20 



percent .would wo^rk longer' if inflation rose as 
' high as 15-17- percetnti . ^ • 

. To summarize ^ery briefly, we ,. founds that in 
late "1979" the majority of ,f acuity^ expected to 
retire .yoluntarily before 70 and many indicated 
they 'would change-^ their plans and* retire even 
earlier if . offered incentives to do so. Whether 
or not fhey follow through on these intentions 
seems to depend largely on the^ rate of inflation 
in the coming years. If the economy- returns to an 
extensive -period of very, high inflation — say 
between 15 and 17.^percent — most faculty indicated ! 
they would change their plans, and postpone their 
retirement. ' ^ * • . 
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Financial Plannltig for Retirement ■ - 

. , . ■■ V. ■ ... % * .'■ ^ 

' - ^ : . Barbee ^ - ' ^-V' - 

Mr. Barbee» a gradtiate of Brown, is the Executive 
.• Director and Founder of The Constiner Financial 
^Institute locatedv in Newton, Massachusetts. ' The* 
Institute Is the lar g est^ Independent provider of 
personal financial planning and pre-retirement 
. programs in the United States. 



****** 



My thanks to the .COFHE^group for Inviting ine 
here today. I rather * like myv^ role which is to 
suggest to you that there are "transferable leam^. 
•Ings-. from, our work with 'pgrlvate sector companies 
that, -are > applicable €o the Issues surrounjiing 
college faculty - ; ret Irement . Addi t lonally , we 
provide* self-^helip .financial education to thousands 
of consumers nationally which ! may also - provide . 
another per:spectlye. from the outside. 



I'd like to begin by sharing some ll^rlef 
observations I ^ had after reading over the' COFHE 
studies. Then I will cover:, the faculty as con- 
sumers; the need for a triangle . of ' i^rtnership 
between the ind«ivldual faculty member, the 
educational institution, and the government; . 
strategies Yor ; the .individxial; and strategies for 
the institution.- * - 

Observations on the CQFgE Taculty. Retirement^ Study 

v In, reading the COFHE studies, I was struck by 
the conclusion that' personal flriances were of 
primary interest to academic faculty at all age. 
levfels, even, though- historically they, have had 
other " priorities . Faculty . are* how * facing a 
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confrontation between inflation anj^ .retirement . ^ 

It seems that it is not a question as , to 
" whether" » "some action "Will be taken-by institu-^'^^ 
tlons^ but ""what" will be done and- "when" and 
"how" much it will cost. There is a great need 
for practical solutions at .this point . ^ 

■ ■ .. J ■ •. . • 

I wasj also struck by the low level of financial 
Jiawledg g ^r e f l e c ted in— th e COFH E— stu^les^ — ^here 
wer6 restively few faculty with specific plans for 
themselves after . retirement . * Many others had 
little specific knowledge of the retirement plans 
^ of their institutions. 

I . couldn't help but ask myself ,lf these 
situations weren't aggravated by the insulation" of 
faculty from the private sector. . Perhaps the com- 
pensatlpn philosophy at these . Institutions — which 
may provide such "perks" as subsidized housing,* 
children's tuition assistance, andj;: so on, is 
tending to. foster this insulation. ^\■ ' 

■ The Faculty As Consumiers y>; ' i 

, Now, I.' d like to move on to a simple,- -but 
sometimes overlooked observation* The - faculty 
member is also *a c^nsuicer. As . such he or she is 
subjected to the same factors affecting consumers 

as a whole regardless of .the academic environment.' 

■ ' ■ "■■** . , ■ . , ^ . 

. From our perspectlve^>lt the Consumer Financial 
(Institute where we have worked with tens o*f thou-. . 
ids of. consumers, _many of. whom are educators, 
following trends are affecting fkculfy 
Consumers: 1) record high inflation, 2) dependencie 
, . on two income families, 3-) personal^* tax bracket 
. creepy "^4) .geM of the population, 5') 

^xgher personal: stress related to- family finances, 
and 6) pressures on ^ traditional^ government /and 
. private sector funding ; of retirement ~ such as - 
the need for . itidexing due to inflation and the 




* Thesex^ pressures / ih'.vthe ;'e^ • *an<iV^^^^^^^ 
I'if e;- of ^each consumer . in the" 40 pl,us. .age raja^'^ar^ 
, happening ta everyone, 'not just tenufed' .college \ i- 
^rofessbrsV \TKere-fpre, there is - no cause toif.. r\ . v 
paranoial , Inv this . seiase^/ the tjenure.d faculty 
retirement issire is a mictocosm of >a» larger social ' • 
and economic issue facing -the country 

The.Triaiigle of Partnership - ' ' • „^ ^ 

I would now like to discuss the triangle o£ \ t '\ 
partnership. The triangle consists ' of , the 
.' individual 'faculty -member,;. the 'educatit)nal . ' v. 
institution - both the college or university and - .- ' ; 
- TIAA/CREF, and .the government in the form of - " 
social isecutity.' • . / ' ' * 

At a time of f inandial priority setting . and 
tight .budgets, the tendency is for everyone to 
point _ the f inge'r at the other two arises -and pass/ 
blame and responsibility." , Instead, our j^experience 
-indicates.*. that if -a^- true' parttiership. atmosphere of 
give and take .is • established, the solutions .can l?e 
creative and positive. • 

Of the three points on. the triangle, however i; 
' we would have to recognize tha^ the individual has' 
* perhaps the greatest distance. to come in under- 
standing his or her role in their own retirement- 
T aiid financial planni^i-^ Realistically goverinnent 
and college "pockets" ^re only 'so deep I ; . 

Strategies for individual Faculty 

* '■ — '■ — ' r ~ ~~" — ' '. — '■ — '. — . 

. ^ ■ " " ^ ■ '■ ■ " . ' ' . ■■ ■' ■ 

■ It^is important to look at strategies for the * - 

individual^ While the- population as* a whole is 

plagued by the problems of inflation*, and. personal . 

finances, those approachii^ retirement have an 

additional ^ problem.^ They must . deal!* with^ the 

. emotional problems brought on simply By * the -word 



"'retirement-'*- it is a negatively*^ charged' word, 
often meaning' "the. en4" c^Jien the need is for 
"continuing" or "change." "Most individuals are 
fearful as they approach retirement because our 

xltAir^— ha-s--^^tabl-i^hed-^r^ams-,-77^myt^^^ 
expectations- • • ; ' ' . . -.--- -V -* ^ 

- ^ Thus. the. -jneed for a nexr word for "retirement." 
We call it "Stage II" . JWe must , reai-ize that 

^ retirement * today can be a beginning and a change. 
This can 'be very"* positive'. If. viewed and discussed 
•in this light ,^ we can begin to change the attitude , 
in each community and each individual. ^So, let's- 
begin, to strike, 'the word *Tetirement" from our 
vocabulary an* r talk instead of "cha^ig-e" and 
"continuation" .,. .Stage II« , 

■' * ' * ■ « ♦ , - ■ 

There appear to be three parts^for an indivi- * 
dual's successful launch into Stage II. First I 
"will discuss psychological goal setting and self 
assessment, thien planning time allocation, and 
finally, personal financial planning. ■ ^ , 

Strategy A ^ ^ . : 

As far as psychological goal setting and self- 
assessment, there seem to be 3 categories of people 
fac.ing Stage II. Let's identify them as "Dans", • 
"Jeans" and "Roberts." 

- For "Dan," his job is hig hobby, his identity. 
He knows or cares about little else. - He is dedica- 
ted. He is hot eager to leave his job. Money may 
or ^ma^ly not be a factor. • ^ ' 

"Jean,", on the other "hand, ds looking forward 
to new adventures. Jean has a high energy level 
and has. put off pursuing alternative interests 
...now is the time. She has . enjoyed work,' but 
wants to use this time of life to experience other, 
interests, both work- and rion-work-related. ' Jean 
has been anticipating this as an opportunity for 
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change and growth^ 



Robert^ has been sticking it out. He has - 
p robably not been a high producer. He Is relieved > 
Uiat he can finally leave his work. Robert will 
probably leave .seeking escape from perceived 
drudgery ani. peer rejection. 



* - Most faculty, we^d presume, are "Dans" or 
"Jeans'* . The "Roberts" will probably have sought r 
the opportunity for escape . or have been, drummed^ 
out by peers. Fxprn 'a.' piersonai yiewi)olnti-.a "Dan" 
can become,, or" secretly may want to become, ^ a 
"Jean". ..Dan just has not spent the tlmje explc^lng , ; 
it. The essential opportunity is * in - qpe^ning u^ 
.alternatives. How can we help Dan " divert his 
resources and strengths to new areas or to related 
areas... to- areas that are likely transfers of his: 
strengths or accomplishments? If we begin early,". 
Dan may see aiternatlves and become a seeker of 
new challenges. * ^ - - 

*An Important part ,o£ Stage II, . then, is gciod 
coaching and s*timulatlon of selfranalysls, result- 
ing in gradual experimentation Intp .?new front*lers 
o f interest. 

, This coaching can be stimulated by the univer- 
sity or college in a partnership environment. It 
will be personally s^timulating to the "Dans," and 
by opening up "alternatives, the university wlll- 
beniefit -from more faculty seeking outside 
challenges during their second stage. This is a 
positive philosophy 'of - increasing options and 
•fchoice. . .and sources of income. Eveiypne can win! 

Strategy B 

The second part- of Stage' II' is planning time ^ 
allocation. The facult'V member should analyze .the 
way time is spent now (e.g., 3 hours- in class, 2 
houjs on research, and 4 hours with peers and * 
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students). _ Then he ^ or: «he shoirLd project how 
ideally the *day would be spent In Stage II. This, 
shift. in activity level may occur in, stages. There 
are* a great many useful exercises in aidiiig, think- 

-tng — iTi^^-thls — area^-^but we — wi-l-l~p^s^s~on"^fuTther 
details at fhis point ; * " * 

iStrategy C* '■■ , ; ■ 

^ The third' part is personal finaticial planning; 
perhaps the n^ost ilaportant. The faculty member 
should^ be enc.ou^aged to keep the financial house 
in .order. It is best to start early , while he or 
she isr in the *late thirties or early forties. He 
or she 'should organize ail aspects., of ^ personal 
f inan^i es r-^. - inyef to saving s^ retirement , 

insuranice, taxeiS'; Sand • estat.€«^ : jijljan^tig^ / -then .sfet 
" objectives. These objectives -sitc^ very 
specific - not "I want, to .retire com£prtal)ly and 
travel" but "we. ..will need 70% of our current* 
income. ■ • - 

The inciivldualv then' ' must project^ • financial . 
needs given^ inf latlpn and re\;iew these needs in 
light of his or her own : resources*^ Then he or she. 
must plan strategies to accomplish those* goalsy 
and, implement them early. 

* - ^ ' . " ■ ' . • % ' ' 

These are steps we've learned from experience 
"are necessary .for successful financial planning, 
^ost of us don't t^ke the^time to exelrcisie these 
disciplines early enough in life. This is perhaps 
one v^bf fche^ most -^dmportant. opportunities for 
partri^rshii> coaching * between- the faculty and the 
admljilstratipn., ; ' ' 

Strategies For Institutions .. 

■; "• '. — - . - ■■ 

Herej- we should- consider strategies "for the 
'.institutLqp^ . / SiJfiould the institutions " begin 
sjipnSorlilg financial planning and Stage II type, 
programs?^ Waiting until 64 to p^an for retirement 



•at 65 can be a disaster. The hundreds of organiza- 
tions we've worked with say it is important to 
start early to develop a long range financial 
plan, and to. experiment to learn about yourself 
and y;our interests.. 

Sponsoring such programs ahd starting early is 
jbst now becoming accepted 'and popular in organiza- 
tions we've worked, and talked, with. It's good for 
the •individual and tlie parent; organization. -It 
opens""up options and . choices^ ^'^^^ there , is time 
f or ,experimentaiion. * ^ 

Services Available l^ * " ' \ 

What .types' of services are ^ available for 
financial planning and rejf irement planning? . There* • 
are basically two kinds:. financial services 
coi^panies and independents. The financial^ 
services* organizations, include banks, stockbrokers,' 
insurance salesmen, and financial planners. :^They 
will . proviHe^ seminars o^ personal counseling". 
While generally inexpensive, and > useful from the 
point of ^- view' of ready implementatipn, • these 
services are^ ofteji perceived as sales fronts to 
.sell their products. They tend to 'spjeciailize in 
^^-.^ir • area of expertise, and often do not ^ 

tal^an overview of all areas of personal- fln^k^ce. 
Still, many individuals are good and professifcobStl* 
It simply takes careful exaniinati^ti and experience 
to recognize them. 



. There are two kinds of ' independents — ' ' 
financial- * education and planning ^ groups, and : 
pre-retirement planning "\ organizations', z"^- These ^ 
organizations will provide semiijars and 
counseling. ^Some have programs that can be donW^r 
on .^an independeiit; at-home basis. Some use a^ 

' ^personalized li^ltten "Analysis tp. help plan one's 
finances. Soihe^.. will "use their own staff to",^ 
prpviie counseling. Others ,Wili help ^ " train the V 

'^trainer" so as to ise ydur* resources. 



While individtial fees for Such programs rang^ 
from utidef tlOO to $6,000 where in-depth personal 
counseling is desired,*, they are objei^tive, ^inrof esr 
sional, andT generally should be -expected t.o-T.tak6 
"^n~o veWlev~ol~^the~~t o tal"-^ 
.picture. • , .. 

' ■ ■ ' ' ^-'"'f'. 

A. few pioneering organizations ''coniblne' the 
rigors of personal financial education with help 
in pther aspects of anticipating retirement. 
"Retirement CouiJseliilg" per se has historically 
been done by "social" and government Vagencies, and 
a few sponsors in the labor movement. Most are 
weak in the f inancial airea. "Financial Planning" 
has historically been done pfiecemeal by specia- .* 
' lists i* many oY Whom have an "axe to grind" because 
they're selling a productr service (e.^., 

insurance,, stocks^ frusts , etc .5 There lis a need ; 
for combining taese two areas, .jand- especially 
tailoring it to the highly educated, sophisticated 
;f acuity audience that one finds at .co^lleges and. 
universities.. * . 

There are several note;worthy. successes, and 
experiments in .. the- private '-^^sector. >■ = ^fettchiiig 
development s in the private sec trair may provide 
"lead indicators" and generate ideas for colleges 
and - uniyerrf^tles. ^ere are^ many examples: i 
pokicy" of mandatory retirement; "big brother; ^ 
programs i^^^ which a retired 'employee is assigned 
to a rising star; consulting organlzatioisj. set up 
by the cbmpany made up *of * retired employees;. .XOX- : 
part-time work - so?, that the employee can ."stills 
qualify for benefits; f inane ialv planning for .all 
levels and ages of . employees starting at ag^ 30;: 
early retirement incentive programs; "outplacement": 
programs to help poor performers -find alternatives. " 

Realistic Program Goals 

. What are realistic &o0s of financial 'a^nd 



stage II planning? These programs can sensitize 
each individual to his or her role in the planning 
process (not just government, contributions, 
university pension program, etc* ) ; raise level of 

idivJlduaJL__exp.ertise in managlngi^__mbne3L_.and„ 

planning retirement; start the thinking, process 
early about . personal transfer for . "income 
flexibility**; and encourage each person to plan a 
personal investment strategy now, while there is. 
tl^e to capitalize on interest, compounding* 

Criteria Checklist > . • 

' I have developed a checklist which ca^n be used 
toj^^aluate financial planning programs*'- Such a 
service should be objective, unbiased, confiden- 
tial, personalized, reasonably . »pr3lrced, and 
presented with the appropriate level of sopMsti- ;^ 
cation. , Also worth considering a ro^^ whether thie 
.provider gives an overview or a 'specialized 
perspective,' how much administrative time is 
required, and whether the program Is designed, for 
home study or group" presentation. These days,' a. 
worthwhile financial program must address problems 
of Inflation, and be able to tailor the presenta- 
tion for all ages from the '30s through the 60s. 

Co'hclusions ^ , ' • 

In conclusion, let 's remember"^ ta strike the 
word "retirement" from our vocabulary:. It will 
limit the .people who will attend programs and it 
has a negative connotation. Begin early ^ . naw& > 
Personal f inancial .planning is. a ^desired service 
for faculty 40, and 'over and lt-*s: "ok** 'to attend 
"suchv^sesslons. It lets f^faculty.^^"^^f^^ 
while* there's^ sufficient lead time to ■ e:^€irimexit 
with choicest * ^ . ' V 

Trainlflg in= personal if lna& is necessary: for 
raising conscioxisness ' of the "ihdivl^^til .^^^^ 
important to stimulate this leg, of the triangle so 
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that the individual will^ not be solely reliant on 
the institution and government. Consider using 
bne-timej "yearly retirements incentives^ to . relieve 
the pressnxre among older faculty. This could be 
very ines^pensive relative* to other costs" if faculty 
stays on.^nd can be attractive to i^dl^duals ,t;oo.. 
Consider establishing a network of ' part-time 
employment opportuni'fcies ainong Consortium members 
and other universities. The private sector can 
* serve as a lead indicator. • Look for examples^ and 
successes in private industry; they have a 2 to 4 
year lead - in dealing with the changes in * the 
mandatpry retirement situation* ' :\\ .* 

These have been some of my reflections phased 
on the experience "we have had at the Consumer 
Financial Institute working; .with, tens of thou- 
sands of individuals across the country, as. well 
as several hundred organizations* in the private' 
sector. I think these organizations can be lead 
i^idicators. Many of their experi^ences can be 
tfanslalzed to ""help provide solutions to your needs. 

And aV last thought the probliams ^ of changing 
retirement laws. Inflation, sti-f led;J'^supc€^ssijon in 
organizations,, etc.. are not peculiar to colleges 
and universities* There^ are a variety of promising 
sblutionsl- currently available, and new ones* arei 
'evolving from a ■ "partnership" atmosphere, created 
by the 3 poJ^nts on the triange: . individual, •. 
organization and government .. As . the leajding 
universities in the country, there Is an 
opportunity for each of you to provide a 
leadership role in this partnership. 



Closing Remarks by Dean Lemonick 



Coi!ln and Kay have forged a magnif Icent 
Instrument, and I for one,, think thelr^. work is not . 
yet— over^. — i— bel-ieve--that— they^-arte^-wtl-^^ 
members of thi'S conf erence help them set^ an agenda 
for the. future. I' think we need that effort and 
ypu are ^all fnvlted ^to write dllrectly to them 
. about jrour'' own feelings*. /j^. . 

Let me end with a short story I once'^^heayd 
related by Martin Trow, Director of the Center for 
Studies in Higher Education at Berkeley, which 
^e^s> to be a particularly, appro prlat^e way to end 
this conference. .l^f/'. " ' : .• 

^ViAt about, the turn: of the centuxy.i th6 : 
* - story is. to Id, a f isheriian' on the Isle of 
Aran, an island which stands , in - the \ , 
Atlantic* to the "west of Treland, was 
reflecting on hi6 ttfe and work, and he , 
did sol in these words: ."A man , who, is hot 
. afraid of the sea will soon be drowned,. _ 
for he will be going ^ out on days when he 
should not. ^ But we do be afraid of the^ 
sei;, and^lwe do. onlyy*.be.:; drowned now^ and 
again^ - . ^'V. ' -f^' — . '-i^''" 

We a;re, a.11 of us ^afloat on the storay and uncer-^ 
tain sea that is the last^ quarter . rof the 20t:h Cen-"^ 
tury; .we ;have: n6 choice '-€o go out on it. . But ye 
are -welrl advised to fear it and study its ways. . 
If we are both wise and lucky/ we may like ,th^ 
fisherman of Aran, only be drowned ** now and again". , 



